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A Banker’s Diary 
Mid-August—Mid-September 


SEVERAL of the markets of the City have reflected 
during the past month the uneasy state of international 
politics. But the Money Market proper 
The Money has been unaffected. Indeed, nervousness 
Market elsewhere appears only to increase the glut 
of money. On balance, over the past four 
weeks, rates are a shade easier, though it is difficult to 
assign its precise importance to each of the factors 
contributing to this result. In the last days of August 
there was a slight tightening, and the average rate for 
the Treasury Bills offered on August 30th rose to 
12s. 1:73d. per cent. as against IIs. 4-93d. the week 
before. This may, however, have been partly due to 
the increase in the tender from {40 to £45 millions. 
For several weeks before the increase maturities had 
been at the rate of £40 millions a week, so that there 
was no net absorption of funds. The increase to 
£45 millions restored the previous absorption of {5 
millions a week. The market evidently anticipated 
slightly higher rates as a result of this, but their 
expectations were disappointed. The average rate has, 
in fact, declined on balance, being only Ios. 7-o2d. per 
cent. on September 13. The banks have maintained their 
1 per cent. minimum buying rate and in the circum- 
stances have been able to buy very few bills. Other rates 
have shown hardly any movement during the month. 





ONE of the factors which contributed to the noticeable 
decline in money rates immediately after the beginning 
of the month was the disbursement of 

Feed gilt-edged dividends on September rst. 

P wtnel The aged ‘—_o return showed an in- 
crease of {2 millions in Government 

securities. If this represe ied Ways and Means Ad- 
vances, they were repaid before the appearance of the 
Treasury statement on the 7th. Bankers’ Deposits, 
however, rose by {3:2 millions. There was a sharp fall 
in this item in the second week of September, but 
Bankers’ Deposits are, on the whole, continuing well 
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above last year. This fact, together with the larger 
Note Circulation, is keeping the “ proportion ” down to 
about Io per cent. below last year. The Circulation is 
still high, and is apparently increasing its lead on last 
year. There are stories of hoarding of pound notes in 
several foreign countries, especially in Denmark and in 
Malta, but it is unlikely that they amount to anything. 
The main explanation of the continuing rise is un- 
doubtedly to be found in the steady advance of British 
recovery. The policy of monetary expansion has been 
one of the most valuable factors in the causation of that 
recovery and there is not the slightest sign to be found 
in the figures of the Bank of England of any reversal of 
that policy. On the contrary, everything points to its 
continuance. 


In the foreign exchange market, interest has been concen- 
trated on the guilder, the dollar and the lira. The guilder 
- remained weak throughout August, in spite 
onan of the solution of the political crisis by 
me ee the return to power of Dr. Colijn. The 
technical position of the Netherlands Bank 

improved towards the end of the month, the gold ratio 
rising from 64 per cent. to over 70 per cent. Loans were 
reduced and the Bank felt justified in lowering its 
discount rate from 6 to 5 per cent. as early as August 3rd. 
But there was reason to believe that this improvement 
was, to some degree at least, artificial, since it was 
reported that the Netherlands Bank had been compelled 
to buy gold in Paris and import it at a loss in order to 
replenish its reserves. Whether or not this report was 
true, the guilder was weak in terms of the other gold 
bloc currencies throughout the month, and there was 
a small-scale “‘ scare’’ in the first week of September, 
during which the Bank Rate had to be raised again to 
6 per cent. The Speech from the Throne at the opening 
of Parliament on the 17th restored confidence to some 
extent and the spot guilder received some support. But 
even then three months’ guilders were quoted at 26-29 
cents. discount, equivalent to about 15 per cent. per 
annum. The fall of the dollar was arrested at $4-983 
on August 27 and in the next few days several factors 
combined to produce a sharp reaction. The comparative 
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paucity of American silver purchases and the seasonal 
pressure on sterling, together with a certain amount of 
‘“ flight of funds ”’ to the dollar, inspired by nervousness 
about the political position on the Continent, conned an 
appreciation of the dollar. The rate touched $4-92} on 
September oth and then settled down in the neighbour- 
hood of $4-933. The American Control is believed to 
have made sizeable purchases of sterling in an attempt 
to offset this movement. The lira continues to be weak, 
in accordance with the market’s estimation of the 
economic difficulties, not to mention the political dangers, 
of Italy’s position. The spot rate is, of course, controlled, 
and it is believed that there has been some intervention 
in the forward market. But the discount on forward lire 
is still equivalent to nearly 40 per cent. per annum. 
Moreover, a “ Black Bourse” is growing up in lira 
notes, and the discounts prevailing in this market are 
also quite substantial. 


BETWEEN July and August the deposits of the ten 
clearing banks have decreased shgntly from the ane 


figure of hm ,019*3 millions to £2,013°2 
The August millions. Cash hz as also fallen from {219-4 
— millions in July to £213-3 millions in 

« / y . sere . . , oo sr char 
Averages August. Discounts show a further sharp 


increase from £273°7 to {286-9 millions. 
Investments remain at practically the same level as in 
July, call and short loans have increased from {145-2 
millions to {148-5 millions, but advances have declined 
from £{774°7 to £764°5 millions. Compared with a year 
ago deposits have risen from £1,855 ‘8 to £2,01 3:2 millions, 
and cash from {196-4 to {213 3 millions. Call and short 
loans have increased from {1 38: 5 to £148-5 millions, but 
the main increases are in discounts which haw e risen from 
{221-7 to {286-9 millions and investments which have 
increased from {557°2 to {615-2 millions. Advances 
have also risen from £756-1 to £764-5 millions. 


THERE has been a slight setback in overseas trade during 
August. Total imports show a decrease of {2-7 millions, 
and British exports have declined by {1-5 

August millions. Raw material imports amounted 
Overseas 


Trade 


to {16-0 millions compared with {17-0 
millions in July and {17-6 millions in 
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August, 1934. aes of British manufactured goods 
were valued at {27-2 millions against {28-4 millions in 
July, and {25-1 millions in August last year. The 
returns are summarised below :— 


August, 1934 July, 1935 August, 1935 
£ mill. £ mill. £ mill. 
Imports aa oe 60-0 61°8 59°1 
Exports pie oP 32°! 30°4 34°9 
Re-exports ; 3°3 4°0 4°2 
Total exports im 35°4 40°4 39°1 


For the first eight months of this year imports were 
£479°1 millions against £479°4 millions in 1934. Raw 
material imports were £135°6 millions compared with 
{142-6 millions a year ago, “the largest declines being in 
imports of timber, cotton and wool. British exports 
stood at {277-7 millions against £255:1 de ee ge in 19: 34 
Exports of manufactured goods were valued at f{216-2 
millions against £196-9 nilijons a year ago, the gener ihe 
improvement being maintained. Re-exports have 
increased from £36-4 millions for the first eight months 
of 1934 to £30-7 millions for this year to date. 


in an article in the September issue of THE BANKER 
discussing the recent amalgamation of the District 
Bank with the County Bank it was stated 


The that shareholders in the County Bank yy 
District . ° a 
eke receive in exchange for each share of £2 


£4 paid, held by them two and four- éiths 
fully paid £1 District Bank shares of a new class to be 
created, ranking part passu with the existing District 
Bank A shares—dividends on which are limited to a 
maximum of Io per cent.—together with a payment of 
5s. in cash. This statement was not entirely correct. 
There is no limitation as regards dividend on the A shares 
of the District Bank, but only as regards the dividend 
on the Bank’s B shares. The new class of share to be 
allotted to the County Bank shareholders is to be desig- 
nated C shares. They will rank pari passu with the 
A shares, and so will carry no limitation as to dividend. 
We regret that this error occurred in our previous issue, 
and are glad to take this opportunity of publishing a 
correction. 
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War and Finance 


VENTS have been moving fast at Geneva and 
elsewhere, and as we write in the middle of Sep- 
tember no one can say what the position will be by 

the time these words appear. With the actual merits 
and the political aspects of the Italo-Abyssinian dispute 
a journal such as THE BANKER is only indirectly con- 
cerned. Nor is it possible to discuss the financial and 
economic position of Italy, as much of the essential data 
remains undisclosed. Yet there is one question which 
has recently been posed, and which can usefully be 
discussed in general terms. This is, how far under 
present-day conditions is economic and financial pressure 
likely to be a deterrent to war? 

Most people who put this question are not thinking 
primarily of such economic sanctions as may be agreed 
upon and imposed by the League of Nations. The 
probable nature of such sanctions has never been 
announced, and it is more than likely that the details 
have yet to be devised. What people have in mind is 
more the financial collapse which followed the last war, 
and the economic difficulties with which most European 
countries have been beset during the past few years. 
The opinion has been freely expressed that any country 
which dares today to engage upon a major war will 
quickly find itself checked by a threat of economic and 
financial collapse. Our purpose here is to examine this 
general thesis. 

When a nation engages in war, its economic problems 
fall into two parts, “internal”’ and “ external.” The 
former involves the questions of financing the war and 
of dealing with the resulting economic disturbances, 
while the latter arises when the nation has to obtain 
part of its necessary supplies from abroad. Fundament- 
ally the internal problem consists of effecting the needed 
diversion of production and the factors of production 
from peace-time to war-time activity. Armies and 
navies have to be manned, munitions have to be made, 
and all the multitudinous work connected with war 
has to be carried on. An early effect of this diversion 
is a rapid disappearance of unemployment, but modern 
war is so widespread and complex that there is soon a 
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serious curtailment of normal production and _ con- 
sumption. 

The instruments by which this curtailment of con- 
sumption is enforced are well known. Primarily, they 
consist of the imposition of heavier taxation and of the 
raising of war loans, followed in most cases by some form 
of inflation which gives rise to a general advance in 
prices. These instruments by themselves curtail con- 
sumption and absorb capital in a rough-and-ready way, 
but most Governments think it wise either to soften 
their effect or to supplement them by more direct 
measures, Hence we have the familiar spectacles of 
rationing, control over industry, regulations against 
profiteering, and so on. 

The point is that the success of all these economic 
measures depends almost entirely upon the power and 
the efficiency of the central government. Power, to 
some extent, depends upon the form of government, and 
in some ways the power of a dictatorship can be exercised 
more directly and quickly than that of a democratic 
government. It is no accident that in war-time the 
Prime Ministers of democratic governments are driven 
to assume powers that would never be granted to them 
in times of peace. Where the power of a dictator “7 
for many years been allowed to pass unchallenged, 
may be assumed that in the early stages of a war it will 
be adequate. On the other hand, if the war does not 
follow a favourable course, or if internal economic 
pressure becomes too acute, the power may be challenged. 
Here much depends upon the nation’s will and powers 
of endurance. 

In the early stages of war the main danger is lest the 
government may be inefficient, and such a danger can 
be very serious indeed. The transfer of economic 
activity from peace to war involves much reorganisation 
of the national life, and this requires high qualities of 
organisation if widespread hardship is to be avoided. 
If internal economic pressure becomes serious, it is most 
likely to be because of inefficiency. For example, if the 
wrong methods of rationing or price control are adopted, 
the consequence may easily be an actual scarcity of 
important articles of food, and this may test the nation’s 
will to endure in an acute form. Inefficiency may equally 
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create intolerably aiaieniguiinaaain conditions as between 
different sections of the community, and if these go too 
far they may lead to a weakening of national initiative 
and even to a serious challenge to the Government. 

Still, all said and done, internal financial and economic 
pressure rarely prevents war from breaking out or 
hampers the prosecution of the war, at least in its early 
stages. If there are a succession of defeats in the field, 
economic pressure may in the end prove a decisive factor, 
although even this is by no means certain. The fact is 
that so long as the war is in progress, a resolute Govern- 
ment backed by a national will to win, can keep the 
financial and economic machine going somehow. The 
serious breakdown only occurs after the conclusion of 
peace, when the national effort is relaxed and the 
machinery of war is scrapped. 

Hence the world cannot rely upon internal economic 
and financial pressure as a deterrent against war. 

External pressure is another story. So long as a 
country can obtain its supplies internally, it can devise 
its own means of payment and force its nationals to 
accept them. Once it has to buy some of its food, 
materials or munitions from foreign countries, it is 
forced to obtain foreign exchange in order to pay for 
them. The impression today is that any nation which 
embarks upon war in opposition to the rest of the world 
may be quickly brought to a stand by a lack of foreign 
exchange. 

How far is this true? To-day certain facts may be 
taken for granted. Quite apart from political considera- 
tions and as a matter of pure finance, it may be taken 
for granted that no nation can raise a war loan in foreign 
centres. The ultimate fate of the inter-allied debts 
incurred during the last war has ensured this, and no 
belligerent borrower would stand the smallest chance of 
success in London, New York or any other foreign centre. 
Also the business of international lending is far more 
carefully controlled than in former days, and today 
potential lenders have to conform either to actual legis- 
lation or to the expressed desires of their own Govern- 
ments. Financial policy alone would preclude the 
granting of the necessary permission. In London, a war 
loan for a foreign country would never receive Treasury 
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sanction. The exchange position of the gold bloc coun- 
tries is today much too insecure for them to contemplate 
a foreign loan to finance so speculative an operation as a 
war. 

It may also be assumed that bankers would be most 
reluctant to open fresh credits for the purpose of financing 
purchases of munitions or other supplies, and would even 
be anxious to curtail existing credit lines. Here, again, 
the dubious financial outlook for the belligerent country 
and its currency would be conclusive, and there would 
be no need to consider political questions. Bankers still 
have vivid memories of the currency collapses which 
followed the last war, and some bankers are still painfully 
aware of the sums belonging to them which remain 
immobilised in foreign centres. 

So far it looks as if external financial pressure might 
prove an effective deterrent, but there are new factors 
to be set on the other side of the account. A belligerent 
Government can commandeer the country’s gold reserves 
and the foreign securities owned by its nationals. The 
size of gold reserves is usually known, and is also limited, 
but foreign securities may constitute a bigger hidden 
reserve than is generally realised. These reserves are 
admittedly finite and irreplaceable, and if foreign securi- 
ties are pressed for sale abroad, they can only be sold at a 
sacrifice. Yet such reserves may suffice to see the belli- 
gerent through the first few months of the war. 

Then export trade ¢ can be stimulated and assisted, 
while “‘ unnecessary *’ imports can be ruthlessly curtailed. 
Much here depends upon the efficiency of the belligerent 
Government, but at least something can be done to 
redress the trade balance. Then, again, the belligerent 
Government has undoubtedly built up stocks of essential 
commodities in anticipation of the war. Finally, there 
are always scattered throughout the world a certain 
number of traders who are ready to take a chance. 
When goods have been lying idle in stock, or when 
machinery is only partially employed, there is a consider- 
able temptation to a merchant or manufacturer to sell 
on credit, even to a foreign belligerent Government who 
cannot give a definite promise of early payment. Again, 
even if bankers are unwilling to give credit direct, tortuous 
ways can be found which end in the banker giving 
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credit to a third or fourth party, whose standing is less 
open to doubt. Incidentally, this suggests that economic 
sanctions would be very hard to apply efficiently and 
successfully, unless all nations agree to apply them 
simultaneously. 

There is little doubt that external economic and 
financial pressure may become a serious deterrent in a 
long war, and it may ultimately become decisive. Yet 
it is a slow weapon against a belligerent nation, and by 
itself is unlikely to prevent war from breaking out. On 
balance it appears that those who hope that international 
financial conditions are such as to act as a preventive 
of war are leaning upon a broken reed. Once a nation is 
determined to go to war it rarely stops to count the cost, 
and in the early stages of war the cost is not likely to be 
sufficiently excessive. 














Monetary Policy in the 
British Empire 


By H. V. Hodson 


HI: “ sterling bloc ”’ has never possessed the formal 
reality that the “ gold bloc ”’ woe after the 
World Economic Conference of 1933. It has been 
simply a convenient omnibus term to cover bias countries 
whose currencies, not being attached to gold, preserve a 
more or less stable and deliberate relation to the pound 
sterling. As a group they have never entered into any 
formal ple .dges to maintain such a relation for any period 
of time, and the common interest that holds them together 
in the monetary field, though no less strong than that 
binding the members of the gold bloc, is much more 
flexible and much less easily expressed. 

Among the members of the sterling bloc who are also 
self-governing members of the British Commonwealth, 
however, these interests have found definite expression 
in joint declarations of monetary policy. The Ottawa 
Conference of 1932, on the recommendation of its 
Monetary and Financial Committee, passed the following 























MONETARY POLICY II 





resolution (for whose syntax even a transcriber must 
ask pardon) :— 

The Conference recognises the value of the 
countries within the Commonwealth whose 
currencies are linked to sterling maintaining stability 
between their exchange rates, and looks to a rise 
in the general level of wholesale prices as the most 
desirable means of facilitating this result. 

One of the obstacles to any more definite undertaking 
on exchange policy at Ottawa was the fact that the 
Union of South Airica still held tenaciously to the gold 
standard, while Canada was within the gravitational 
orbit of the gold-standard dollar. By the time the World 
Economic Conference met in 1933 these limiting con- 
ditions had disappeared, and it was possible for the British 
Empire delegations to go further. The ultimate aim 
of monetary policy, they declared in a public statement 
at the end of the Conference, should be the restoration 
of a satisfactory gold standard. In the meantime they 
recognised the importance of stability of exchange rates 
between the countries of the Commonwealth, in the 
interests of trade. That objective would be constantly 
borne in mind in determining their monetary policies. 
The adherence of non-British countries to a price-raising 
policy would make possible the maintenance of exchange 
stability over a still wider area. The signatory delega- 
tions (which did not include that of the Irish Free State) 
agreed to recommend their Governments to consult with 
one another from time to time on monetary and economic 
policy, with a view to establishing their common purpose 
and to furthering such measures as might conduce 
towards its achievement, 

While this was a step beyond the Ottawa resolution, 
it was still a far cry from a systematic stabilisation of 
Empire exchange rates, comparable with the international 
gold standard as known and practised before 1931. This 
fact must be a warning to those who entertain the even 
more grandiose idea of an organised international sterling 
standard; for it is unlikely on the face of it that closer 
monetary co-operation can be arranged between Great 
Britain and foreign countries than is possible among the 
nations of the British Commonwealth itself. One enduring 
obstacle is suspicion in the Dominions of being “ tied to 
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the apron-strings of London.” Yet even if there were no 
such political and psychological difficulties to be over- 
come, the fact would remain that, just as Empire co- 
operation for defence pre-supposes Empire co-operation 
for foreign policy, so the stabilisation of Empire exchange 
rates pre-supposes a concurrence of Empire monetary 
policies, if not a concerted monetary policy for the 
mpire as a whole. As an illustration of this thesis, we 
lave only to note the stress laid, both in the Ottawa 
resolution and in the declaration of July, 1933, upon the 
raising of prices as a condition of exchange stability. 

It is possible that in their present economic circum- 
stances the Dominions would lay less emphasis upon the 
necessity of raising prices as the basis of Commonwealth 
economic policy. Not only have their price systems 
become more adjusted to present world price levels 
(partly through the rise in the prices of certain primary 
commodities in the past couple of years), but price- 
raising has come to be associated in their minds with the 
obnoxious expedient of quota restrictions. The emphasis, 
it is fairly clear, would to-day be laid much more upon 
markets than upon price levels. The Dominions would 
probably be found saying to the United Kingdom, not 
‘““ How can you expect us to pledge away our monetary 
freedom when we may be forced to use the exchange 
instrument in order to raise our internal price levels? ”’ 
but rather, ““ How can you expect us to attach our 
currency to yours when your economic policy forces us 
with increasing urgency to seek markets elsewhere? ”’ 

This article is not directly concerned with the broader 
problem of Imperial economic policy, but with the specific- 
ally monetary factors that may influence the future of 
exchange stability in the Commonwealth. The above 
caveat is, nevertheless, entered lest it should be thought 
that the monetary problem—international, imperial or 
internal—can be solved without reference to tariffs and 
subsidies, trade and transport, emigration and invest- 
ment. The whole economic complex hangs together. 

Let us now turn to the monetary affairs of the different 
Dominions. Sir Cecil Kisch, in his admirable article in 
THE BANKER for May, 1935, related the technical con- 
ditions that govern the operations of the reserve banks 
of Canada, Australia, New Zealand, South Africa and 
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India. He showed that waite in India were there statutory 
or technical reasons compelling the central bank and 
government (who, as far as broad issues of monetary 
policy like exchange rates are concerned, must be regarded 
as acting together) to maintain existing policies in regard 
to the relation between local currencies and English 
sterling. In Canada, economic forces bar any policy 
that does not allow for adjustment in accordance with 
movements of the United States dollar. Nevertheless, 
the degree of attachment to the economy of the United 
States is partly a matter for decision by the political 
and central banking authorities. Mr. Bennett, it may be 
noted, is anxious to conclude a trade treaty with the 
United States on the basis of reciprocity, while Mr. 
Mackenzie King (who, as I write, is considered almost 
certain to succeed to the premiership after the general 
election) has declared his intention of seeking further 
preferential advantages in this country by lowering the 
tariff on British goods entering Canada. This particular 
factor, however, is less important than the probability of 
a general tendency towards freer trade, internal and 
external, under a Liberal régime. The likely effect of 
this on monetary policy would apparently be a bias to- 
wards internationalism and stabilisation, as against the 
nationalistic and independent attitude of the United 
States. 

In South Africa the situation is dominated by the 
local boom, beginning with the mines and constructional 
industries, but now spreading through the general 
economy of the Union. This is reflected in the fact that 
the note circulation, which rose from an average of £6-9 
million in 1932 to an average of {10-8 million in 1934, is 
now running at a good ro per cent. above its level of last 
year. Unless checked by central banking and govern- 
mental policy, such an internal expansion of purchasing 
power would theoretically entail an eventual pressure 
towards a depreciation of the exchange. In South Africa 
this influence would be reinforced by the interest of the 
farming population in a boosting of primary prices. 
But in actual fact there is no apparent prospect of any 
alteration in the Union’s exchange policy, and although 
her balance of commodity trade has moved adversely 
in the last couple of years her capacity to enlarge her 
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gold exports if necessary is a safety valve against any 
strong pressure from this direction. On the other hand, 
political sentiment is such that any more rigid attach- 
ment to sterling than at present obtains would be almost 
out of the question, and South Africa’s policy and interest 
point rather in the direction of general stabilisation on 
gold at ‘“‘ devalued ”’ rates of conversion. 

The contrast between New Zealand and Australia 
(who are so closely akin in certain other economic respects) 
is very striking in the monetary field. In New Zealand, in 
spite of the firm and decisive announcement of the 
Governor of the new Reserve Bank that in the absence 
of large changes in economic conditions there would be 
no alteration in the exchange rate, an undercurrent of 
agitation still flows in favour of a lower premium on 
sterling. In Australia, on the other hand, there have been 
persistent rumours during the last few months that the 
premium (which in both countries now stands at 25 per 
cent.) would have to be raised. This contrast, of course, 
reflects a divergent experience in regard to their external 
balances of payments. Last year, with imports rising 
and exports falling in value largely through the slump 
in the price of wool—Australia failed to renew her 
achievement of 1933 in beginning to rebuild the reserve 
of sterling assets that she had lost during the depression. 
New Zealand, on the other hand, even before she raised 
the exchange rate on London from IIo to 125 per cent., 
was accumulating a surplus of sterling which was a 
serious embarrassment to the Government (who were 
pledged to take it over from the banks) until it was handed 
to the Reserve Bank to form part of its reserves. The 
Reserve Bank’s ratio of reserves to sight liabilities 
remains steady at above 97 per cent., a figure that 
obviously represents a potentiality for large- scale expan- 
sion of currency and credit whenever the demand should 
be forthcoming. It is not inconceivable that the initial 
demand may arise from a Government programme of 
capital re financed—as in Australia throughout the 
depression—by Treasury bills. 

ee ham is no likelihood of any alteration in 
the exchange rate in the near future; in a country like 
New Zealand with few industries and no developed money 
market, governmental finance and the exchange rate 
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are much more nenaiine instruments of monetary policy 
than any of the ordinary weapons of central banking 
technique. Nor in actual fact, does there appear to be 
any probability of an alteration of the Australian exchange 
rate on London as yet. During the last few months, w hile 
Australia’s imports have been on a larger scale than last 
year, her exports have also been more satisfactory than 
in 1934, and the pressure to readjust the exchange rate 
is not urgent. Internally, the Commonwealth Bank 
doggedly pursues its policy of braking the different 
Governments’ propensities towards borrowing, and it 
has thus checked the inflationary tendencies that would 
otherwise have held full sway. 

These glimpses of the facts and outlooks that affect 
monetary policy in the different Dominions to-day 
make it clear that while there is no present threat to 
the stability of Empire exchange rates, that stability 
rests upon foundations that are bound to shift under 
the continuous pressure of many economic forces. The 
Dominions, like Great Britain, are clambering out of the 
depression arduously, and in the face of many intractable 
difficulties. | In seeking to mount from their present 
stage they will use whatever instruments of economic 
policy they find ready and think advisable. For the 
time being exchange stability is one of those instruments, 
but it will obviously be discarded if it ceases to be asso- 
ciated with a rising and profitable curve of trade. Hence 
once more we are back to the fundamentals of economic 
relations. Economic policy, in these days, is the master 
not the servant, of monetary and banking policy. Just 
as we recognise that no rigid international monetary 
standard can be made to work safe ly unless many of the 
obstacles to the movement of goods and capital and men 
are removed, so we must realise that a similar condition 
attaches to the permanent maintenance of stable mone- 
tary relations within the sterling bloc, or even within 
the still more limited area of the British Commonwealth. 
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Social Credit and Alberta 


By Douglas Jay 


HE appearance of a “‘ Social Credit ’’ Government 
in Alberta, with its programme of £5 a month 
free for every adult citizen, has created widespread 
surprise and incomprehension in this country. Many 
people are not at all clear what Social Credit is; still 
less do they understand how it arrived in Alberta. 
Some critics are even drawing the moral that this is just 
one more example of the lengths to which unscrupulous 
politicians will go in shamelessly bribing the electorate. 

This is a sad mistake. Social Credit is not primarily 
a political movement at all; and its leaders are not 
normal politicians. It is an evangelising semi-religious 
movement, permeated with almost fanatical fervour, 
and convinced of the utter righteousness of its cause. 
Its central dogma is that not enough consumers’ pur- 
chasing power is distributed by the modern economic 
and financial machine to enable the commodities produced 
to be remuneratively sold. Major C. H. Douglas, its 
founder and apostle, is an engineer who was employ ed 
by the Government soon after the war to assist in the 
inspection of certain officially supervised factories. 
During the deflation of 1920-23 he was asking himself, 
like many other people, what was the cause of the 
trouble. And, while studying the accounts of various 
companies, he noticed that the amount of money received 
from consumers in sales was greater that the amount 
paid directly to consumers in wages, salaries, rent, 
dividends, etc. This was indeed obvious; for almost 
every firm must make some payments to other firms for 
raw materials, plant andsoon. Major Douglas, however, 
forgetting for the moment that these payments are 
eventually handed on to the employees and shareholders 
of these other firms, jumped to the absurd conclusion that 
he had discovered the source of a permanent deficiency of 
consumers’ purchasing power. 

In this form the argument is so clearly absurd that 
Major Douglas's followers no longer lay much stress 
upon it. In the course of time they have tended to 
emphasise the simple contention that a lack of con- 
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aia ‘iid power exists, without giving a 
very lucid account of why it should: and they have 
drawn the single inference that only by a steady and 
permanent creation of new money can the central evil 
be cured. In these contentions, of course, they are 
not absolutely or always wrong. The modern monetary 
machine is unfortunately extremely prone to the twin 
maladies of inflation and deflation. And deflation, 
which has been the most virulent of the two in the last 
ten years, means little more, whatever its cause, than a 
scarcity of consumers’ purchasing power in relation to 
the level of costs established through industry. Such 
a relative scarcity inevitably leads to business losses and 
unemployment; and it can only be cured by an increase, 
however stimulated, in consumers’ expenditure. In 
times of monetary stability, however, none of this is 
true. And in times of inflation the exact reverse is 
true. 

It is only natural, therefore, that in deflationary 
periods Major Douglas’s movement should have prospered, 
only to fade away again when monetary stability was 
restored. In the deflation of Ig20-23 it won its first 
converts. But in the succeeding period of comparative 
monetary stability between 1925 and 1929, it made little 
further progress —like the a movement in Germany. 
But when the greatest deflation of all history began in 
1929, it immediately forged ahead. The propagandists 
concentrated on a few simple and obvious facts; the 
undeniable lack of consumers’ purchasing power ; the 
emergence of losses; the fall of prices; the existence 
of unsaleable goods; and the consequent increase in 
unemployment and poverty. Much nonsense was mixed 
up with the Douglasites’ insistence on these facts. But 
the essential reasonableness of their contention that, 
in a deflationary period, the proper remedy is not a 
contraction of production down to the artificial low 
level of consumption, but an expansion of consumption 
to the highest possible level of production, won them 
many converts—even though their theoretical analysis 
did not bear examination. 

Nowhere in the world did prices fall so low, or 
depression become so absolute, as in the great farming 
areas of the New World. In Canada, Australia, New 
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Zealand, Argentina, the United States and elsewhere 
the truth of at any rate the simpler Social Credit dogmas 
seemed merely a matter of observation. Now it so 
happened that there lived in Alberta a certain Mr. William 
Aberhart, a native of Ontario, of German descent, who 
had moved in the early years of the century to Calgary 
and become the principal of a high school in that city. 
Mr. Aberhart was a fervently religious man; and his 
religion took a slightly unorthodox and highly evangelistic 
form. He was also a natural propagandist of the kind 
that has become so familiar in the hysterical post-war 
world. He possessed all the conventional feelings, that 
is to say, of the ordinary man and woman in an extra- 
ordinary degree, and he knew how to express them. 
He soon discovered the uses of the wireless, and with 
money subscribed by his disciples founded in Calgary a 
‘Prophetic Bible Institute,’’ which was provided with 
an excellent broadcasting equipment. At first his nightly 
broadcasts consisted of quotations from the Bible and 
denunciations of the follies and errors of more orthodox 
pastors. 

Then a strange event occurred—an event that could 
not have transpired in any age but our own. Mr. 
Aberhart discovered that the mass of his hearers, the 
distressed farmers of Alberta and their dependants, 
were much less interested in religion than in monetary 
theory. He consequently decided to study monetary 
theory; and what more natural than that he should 
turn for enlightenment, not to the abstruse and solid of 
works of Mr. J. M. Keynes, Mr. R. G. Hawtrey and other 
such purely academic economists, but to the perfervid 
and comparatively comprehensible outpourings of Major 
C. H. Douglas? What more natural again than that 
Mr. Aberhart should almost at once become a convert ? 
His temperamental unorthodoxy, however, combined 
with the many-headed character of the Douglasite 
doctrine, resulted in his evolving a message slightly 
different from that of Major Douglas himself. The 
essence of Mr. Aberhart’s practical proposals was the 
grant of a free gift of {5 a month to every citizen of 
Alberta to make up for the deficiency of consumers’ 
purchasing power. According to Social Credit this gift 
should of course be financed by the creation of new 
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money; but Mr. Aberhart seems to have wavered between 
this plan and the alternative method of raising the 
money by a sort of turnover tax. This latter proposal 
would not of course have been Social Credit at all, since 
it would have involved no creation of new money and 
could not therefore have cured a deficiency of purchasing 
power. Mr. Aberhart’s disciples, however, did not worry 
much about the method of the raising of the £5 a month. 
What were such financial technicalities to them? It 
was the distribution that mattered. The movement 
consequently prospered; a Social Credit League was 
founded; and candidates were selected for the coming 
Provincial election. 

By this time the Provincial Government, which 
represented the United Farmers of Alberta Party, and 
had been in power for years, became seriously alarmed. 
It consequently devised an ingenious scheme. Realising 
that Major Douglas would not agree with Mr. Aberhart, 
it invited the former to come to Alberta as official 
adviser to the Government and report on Mr. Aberhart’s 
proposals. It thus hoped to refute Mr. Aberhart out of 
the mouth of Major Douglas himself. Unfortunately, 
however, Major Douglas, on arrival, announced that 
though Mr. Aberhart was undeniably heretical in some 
particulars, he was nevertheless on the right lines, and 
in Major Douglas's opinion, indispensable as a propagan- 
dist for the cause. This was a rebuff to the Government’s 
tactics; and despite the subsequent publication of Major 
Douglas’s detailed criticisms of Mr. Aberhart, the incident 
in no way diminished the political hold of the Social 
Credit League. 

And so, to the astonishment of Canada as well as the 
outside world, Mr. Aberhart was elected in the Provincial 
election of last August with an overwhelming majority. 
He immediately became Prime Minister and formed a 
Cabinet of school teachers, mining engineers, etc., who 
had never been in a legislature before. What will the 
new Government do? It is of course impossible even 
in theory to apply the ideas of Social Credit to Alberta 
alone. A general policy of credit expansion by all the 
governments of the world, or even by the Canadian 
Dominion Government, to be followed by some kind of 
stabilisation, would probably bring great relief to the 
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Canadian farmers. But Alberta acting alone, can do 
nothing. Only a fraction of the wheat produced in 
Alberta is consumed in Alberta, and consequently if 
the money incomes of the Albertians were raised, the 
price of many things might rise, but the price of wheat 
would not. 

But there are also insuperable legal difficulties in 
the way of real Social Credit in Alberta. Mr. Aberhart 
might of course finance the £5 a month free gift by 
ordinary borrowing from the banks. But this would 
not be Social Credit; and it would in any case very soon 
come to an end. Supposing he really attempts to create 
new money, he can only found a bank of his own if he 
gets the permission of the Federal Treasury. Even if 
he gets this, however, the amount of credit such a bank 
could issue would be limited by the provision of the new 
Bank of Canada Act that “ every chartered bank shall 
maintain a reserve of not less than 5 per cent. of its 
deposit liabilities within Canada and such reserve shall 
consist of a deposit with the Bank of Canada and of notes 
of the Bank held by such bank.”’ The amount of notes 
issued by a chartered bank is also limited by the pro- 
vision of the Canadian Bank Act of June, 1934, that a 
bank’s note issue must not exceed “‘ the amount of the 
unimpaired paid-up capital of the bank.’’ It would be 
theoretically possible for the bank to create notes up 
to this amount, issue them to the Government, let the 
Government subscribe them to a further issue of capital 
by the bank, and so on ad infinitum. But it is hardly 
credible that the Federal Treasury would permit the 
foundation of a bank which intended to behave in this 
way. The only practical possibility before Mr. Aberhart, 
therefore, is to issue some form of 1.0.U. or tax-remission 
certificate, not convertible into cash, and hope that 
the citizens of Alberta will regard it as currency and that 
the Dominion lawyers will not. He may well attempt 
this: and if he succeeds, we shall witness the Alberta 
Government’s dollars gradually going to a discount 
against the Canadian dollar. At the same time a higher 
price for commodities would be quoted in Alberta dollars 
than in Canadian dollars: and in the end the Alberta 
dollar would go the way of the assignats and the German 
mark. The decision will probably be postponed, 
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however, until after the Dominion elections on 
October 14; for the Social Credit League is to run 
candidates in those elections. On the whole it is most 
unlikely that many seats will be won outside Alberta, 
since existing party ties are very strong in Canada. 

It is perhaps a pity that Social Credit is not likely 
to be tested in Alberta. For that policy, as advocated 
by Mr. Aberhart, is as crude and as far removed on the 
one side from a sensible policy of monetary expansion, 
as the fantastic deflationary excesses now being pursued 
in France, Holland and Switzerland are on the other. It 
would have been as satisfactory to have the one extreme 
discredited in Canada as effectually as the other extreme 
is now being discredited in Europe. This is the real 
significance of the Social Credit victory. Its present 
difficulties with Alberta’s bondholders and savings deposi- 
tors are really accidental; for Social Credit has always 
professed its great respect for property and its uncom- 
promising hostility to Socialism. And it has always 
insisted that it would only attack bankers if bankers 
attacked it first. Mr. Aberhart is not a serious or a 
sinister figure. But he isa portent of 1935, nevertheless, 
with his radio, his revivalism, his monetary theory, and 
his hundreds of thousands of semi-illiterate disciples. 





The Way Out 
By Paul Einzig 


HE author fully realises that it is an unforgivable 
offence to add another to the innumerable proposals 
of the ways in which the depression could be 
brought to an end. Since, however, he has abstained 
throughout the depression from producing a_ patent 
remedy of his own, he feels he is entitled to lenient treat- 
ment under the First Offenders’ Act. To reassure the 
reader the author hastens to point out that he has no 
intention of proposing any monetary conjurer’s tricks 
with the aid of which so many experts and pseudo- 
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experts claim to achieve the millennium. The proposal 
does not involve inflationary increase in the monetary 
circulation or the establishment of a new kind of currency, 
Its other mitigating circumstances are that it does not 
presuppose a miraculous restoration of confidence nor the 
successful conclusion of an international economic con- 
ference or any other form of altruistic international co- 
operation, nor any such Utopian dreams as render most 
world reconstruction schemes impracticable. It does not 
obviate the necessity for a drastic devaluation of 
currencies which in the author’s view is the only method 
of eliminating the various disequilibria that would other- 
wise prevent the return of true prosperity. The proposed 
scheme would in a way complete the beneficial effect of 
devaluation. 

Not the least of the advantages of the scheme is that 
it would be sufficient if the British Government were to 
agree to its adoption, since the role played by other 
Governments or other interests in its execution would be 
secondary. Nor would it cost a penny to the British tax- 
payer. Those who would derive direct benefit by it 
include raw material producers all over the world, 
debtors willing but unable to pay, and long-suffering 
creditors, British and foreign. It is impossible to think 
of anyone who would not benefit by it indirectly. 

The proposal in question would bring the end of the 
depression nearer by reducing the surplus stocks of staple 
commodities and by raising their price in consequence ; 
by reducing the volume of frozen debts affected by 
international transfer difficulties; by bringing nearer 
the moment when Great Britain will be in a position to 
stabilise sterling without taking undue risks. From a 
purely British point of view, the proposed scheme has 
the additional advantage of reducing the dependence 
of this country on foreign supplies of staple products; 
of placing in the hands of the British Government a 
powerful bargaining counter in international trade nego- 
tiations; of facilitating the task of the British monetary 
authorities of maintaining the stability of sterling against 
adverse pressure without having to resort to high Bank 
rate. 

Having thus aroused the curiosity of the reader with 
the aid of these preliminaries, we may now proceed to 
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describe the scheme in question. Its substance is that 
the British Government should use the surplus it may 
obtain through the eventual revaluation of the gold held 
by the Bank of England and the Exchange Equalisation 
Account for the purpose of acquiring and holding reserve 
supplies in staple products. It should acquire these 
supplies from the debtor nations which are at present 
prevented by transfer difficulties from meeting their 
liabilities, but which would be only too willing to pay 
provided that payment was accepted in the form of goods. 

The scheme would work in the following way :— 
The amounts that have accumulated in the various 
blocked accounts in raw material-producing debtor 
countries would have to be used for the purchase of raw 
materials which would be taken over by the British 
Government. In order to satisfy the Governments of the 
debtor countries in question that the transaction would 
not reduce their chances of exporting their products 
against cash, the British Government would give the 
assurance that the commodities in question would be 
blocked for a period of at least two years. The equivalent 
of the purchase price of the commodities would be paid 
over to the British creditors by the British Government. 
Where the defaulting debtor was a foreign Government 
itself, it would have to issue internal bonds to the equiva- 
lent of the amount defaulted upon, and spend the proceeds 
on the purchase of staple commodities which would be 
taken over by the British Government ; the latter would 
then be able to pay the amount due to the British bond- 
holders. 

The list of commodities would include wheat, metals, 
cotton, wool, rubber, oil, etc. Their total amount should 
be determined by the net profit of the British Exchequer 
upon the revaluation of the gold reserves. It is reason- 
able to assume that on the basis of the present value of 
the pound this net profit would be at least {100 millions. 
If the definite rate of stabilisation of sterling is fixed 
below the present level, then the amount in question 
would increase accordingly. Let us, however, for the 
sake of argument regard {100 millions as the definite 
total of the operations. It is perhaps a small amount 
compared with the total value of surplus stocks in staple 
commodities. Nevertheless, if goods to a total of £100 
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millions were lifted out of the market the reduction of 
supplies would inevitably produce a noteworthy rising 
tendency. The producers of the debtor countries 
concerned would derive a substantial direct benefit by 
the scheme, but the rise in the world prices of com- 
modities would be beneficial to producers and holders of 
stocks all over the world. Thus, the producers of the 
British Dominion would not be victimised by the transac- 
tion, even though the purchases were made from foreign 
countries. The contraction of the total supplies would be 
equally beneficial to all. 

If {100 millions is a small item compared with the 
total of surplus staple commodities, it is a very sub- 
stantial item compared with the total of blocked credits. 
While the grand total of long, medium and short term 
debts which are at present defaulted upon owing totransfer 
difficulties must be many times larger, their reduction 
by {100 millions would make quite an appreciable 
difference. The direct beneficiaries would be the debtors 
who would thus recover their solvency and the creditors 
who would thus obtain reimbursement. Indirectly, 
however, all debtors and creditors would benefit, for the 
reduction of the amount of frozen debts would auto- 
matically improve the standing of the rest. The signifi- 
cance of this consideration cannot be sufficiently esti- 

mated. It is a commonplace of newspaper articlesthat 
there can be no substantial revival of foreign trade 
without the resumption of foreign lending. The reduc- 
tion of the total defaulted upon and the improvement of 
the chances for the repayment or unfreezing of the rest 
would go a very long way to prepare the ground for the 
resumption of le nding abroad. 

The unfreezing of a large part of frozen credits is all 
the more worth appreciating, as in many cases the alter- 
native would be the loss of the whole or at least a great 
part of the amounts involved. Barring a very sharp 
rise in commodity prices, there is not the least chance of 
the debt services of raw material-producing countries 
ever being resumed in full. The creditors would have to 
consent to debt settlements by which they would forego 
a large percentage of their claims. Thus, any thing 
obtained through the above scheme ought to be regarded 
as a sheer windfall for the creditors. 
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Another great advantage of the scheme would be 
that it would make it easier for the British authorities to 
stabilise sterling. We do not propose here to go into the 
details of all the conditions in which it would be safe to 
stabilise sterling. For our present purpose it is sufficient 
to point out one. So long as the British authorities do 
not possess a gold stock comparable with that of the 
United States or France, it is not safe to return to the 
gold standard. The experience of 1925-1931 has shown 
the disadvantages of attempting to make the gold 
standard work while Great Britain is in a state of 
inferiority compared with countries which do not possess 
a banking centre with the organisation and traditions of 
London. Unless sterling were technically as strong as 
either the dollar or the franc, the gold standard would 
be exposed once more to adverse pressure or to shocks 
through the inexperience and gambling spirit of the 
United States or through the hoarding habit and political- 
mindedness _ of France. In order to eliminate, or at 
least mitigate the discrepancy between the British gold 
reserve on the one hand and the French and Americ in 
gold reserves on the other, it would be necessary for 
Great Britain to double and even treble her gold stock. 
Given the fact that the British balance of payments is 
barely at equilibrium, it is not easy to visualise this being 
done within a few years. An increase of the British 
export surplus is unthinkable amidst the rising tide of 
economic nationalism all over the world. If the amount 
of the gold reserve is increased through a corresponding 
increase of foreign balances it is useless, since the technical 
position of sterling would not gain. It is unthinkable 
that this country would obtain in the ordinary course the 
repayment of its foreign investments on a sufficiently 
large scale. It is equally unlikely that the British 
Government would ever consent to issue external loans 
running into hundreds of millions of pounds for the sake 
of increasing the permanent gold reserve. While the 
skilful handling of the Exchange Equalisation Account 
may result in some further increase in the gold stock, 
it would take many years before the amount would be 
large enough for the purpose of restoring the gold 
standard. 

It is thus conceivable that a moment might arrive 
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when all circumstances would favour stabilisation with 
the exception of the technical strength of sterling. With 
the aid of our scheme this diffic ulty’ could easily be over- 
come. In his book “ The Problems of the Foreign 
Exchanges,” Mr. L. L. B. Angas advocates the sub- 
stitution of commodity reserves for gold reserves. In 
this extreme form this suggestion appears to be im- 
practicable, but there is no reason why gold reserves 
should not be supplemented by commodity reserves. 
The possession of a {100 millions of staple commodities 
would be equivalent from the point of view of the tech- 
nical position of sterling to the possession of a similar 
amount of gold. While the possibilities of increasing the 
gold reserve are limited there are immense possibilities 
for acquiring secondary gold reserves in the form of staple 
commodity stocks. Thus, from the point of view of the 
restoration of international monetary stability the 
adoption of this scheme would be very helpful. 

From a purely British point of view the advantages 
of the scheme are equally obvious. It would reduce the 
dependence of Great Britain upon the caprices of inter- 
national markets. As things are, if for no matter what 
reason the world market were to cease to buy British 
goods, the population of Great Britain would be reduced 
to starvation after the gold reserve had been exhausted. 
If a blockade of the British Isles were successfully carried 
out the population would be on the point of starvation 
within a few months. The possession of a large food and 
raw material reserve supply would certainly safeguard 
this country to a large extent against the worst conse- 
quences of both a closing of foreign markets to British 
exports and those of blockades. Needless to say, {100 
millions worth of food and raw material would not in 
itself carry us very far, but it would be better than 
nothing, and once the advantages of the scheme are 
realised it is conceivable that the amount would be 
increased. 

Another advantage from a British point of view would 
be that it would place a powerful bargaining weapon in 
the hands of the British Government. As things are, 
Great Britain’s dependence upon overseas food and raw 
material supplies places her at a grave disadvantage, 
since it is vital for her to import, while it is not nearly so 
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vital for the raw material producing countries to purchase 
British goods. The possession of a strong commodity 
reserve would place Great Britain in a much better 
position to obtain advantageous terms in international 
trade agreements. 

We pointed out above that the adoption of the 
scheme would make it easier to restore the stability of 
sterling in given circumstances. The maintenance of the 
stability of sterling would be equally facilitated. The 
Government’s commodity stocks would play the part of a 
secondary reserve. In case of adverse pressure on 
sterling it would be possible to reduce imports of wheat 
or raw materials by selling part of the official stocks. 
This in itself would provide a relief, so that the gold 
reserve would not have to be drawn upon to an embarrass- 
ing degree. If there is a buying pressure on sterling, 
instead of having to import and sterilise gold which 
would be missed in other countries, it would be possible 
to increase the Government’s commodity reserves. 

Let us now deal with the objections that are likely to 
be made against the scheme. The question may possibly 
be raised whethe r foreign debtor countries would be both 
able and willing to pay their debts in the form of selling 
raw materials to the British Government. As far as 
Germany and one or two other industrial debtor countries 
are concerned, it would be obviously impossible to apply 
the scheme. Countries of Latin America and Continental 
debtor countries, such as Hungary, Rumania, Jugoslavia, 
etc., are, however, well in a position to produce a surplus 
of the kinds of commodities which would be acceptable in 
payment of debts. As for their willingness, there can be 
no doubt that most of them would be only too pleased to 

take the opportunity thus provided for the liquidation 
of part of their debts, especially as at the same time the 
operation would provide direct assistance to their pro- 
ducers. In some instances, similar agreements have 
actually been concluded. For example, Hungary settled 
her accumulated frozen commercial indebtedness to 
Switzerland in the form of special wheat exports. As we 
pointed out above, the attractions of the scheme from the 
point of view of the debtor countries would be increased 
by an undertaking that the commodities purchased would 
not be sold fora given period. Although the agreement 
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on the details of such transactions would require lengthy 
negotiations, there is no reason to suppose that the 
negotiators would encounter insurmountable difficulties. 

The scheme may be objected to on the ground that it 
would favour a certain group of creditors at the expense 
of others. This objection might have carried considerable 
weight a few years ago, but in the meantime the principle 
that all creditors are entitled to equal treatment has been 
discarded on so many occasions that its application is 
now almost the exception rather than the rule. In any 
case, other creditor countries are at liberty to follow 
the British example, and accept payment in commodities. 
Moreover, the unfreezing of part of the credits without a 
corresponding reduction of the debtors’ resources avail- 

able for debt payment, can only be advantageous to the 
remaining creditors. It would change the ratio between 
the debtors’ assets and liabilities in favour of the creditors. 

Another possible objection is that the British purchases 
might unduly encourage an expansion of the production 
of staple commodities. There is undoubtedly something 
in this point, but the same may be said about any 
influence which leads to an increase in demand and an 
increase in commodity prices. The Governments of the 
raw material-producing countries would fully understand 
that the transactions in question were essentially not 
recurrent. It would be for them to prevent their producers 
from being misled into an undue increase of production. 
In any case an amount of £100 millions, or even twice 
that figure, spread over a large number of countries 
could hardly do more than liquidate a relatively small 
part of the surplus stocks. It is not as if it would be 
necessary to increase actual production in order to satisfy 
the additional demand. 

Another possible objection would be that though it 
would be all very well while the Government bought 
commodities, the good effect of its operations would be 
reversed the moment it began to sell. The importance of 
of this argument should not be exaggerated. If, as there is 
every reason to hope, the application of the scheme were 
followed by a revival of trade, once the movement was 
set in motion, even the complete liquidation of the stocks 
originally acquired would do no more than slow down the 
progress without actually stopping it, let alone reversing it. 
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There remain to be dealt with the conventional 
objections against Government intervention in economic 
life and the usual arguments against the inefficiency of 
Governments in business. We do not propose to examine 
here the whole controversy of laissez faire versus inter- 
vention. It is sufficient to point out that the trend of 
evolution is decidedly in favour of an increased Govern- 
ment intervention and the adoption of the scheme would 
be in keeping with this trend. Finally, it may be argued 
that the possession of commodities by the Government 
may entail financial losses. Even if that were the case 
the advantages of the scheme would make it well worth 
while to put up with losses, especially since the amount 
used would represent an unearned profit on the revalua- 
tion of the gold reserve. There is, however, no reason to 
suppose that there would be any material losses; in fact, 
on balance the probability is that the Government 
would make a profit, since its operations would initiate 
an upward movement of commodity prices. This is, 
however, a purely secondary consideration, just as the 
profit or loss on the operations of the Exchange Equalisa- 
tion Account is a matter of secondary importance. 

The author does not claim that the scheme is water- 
tight in all its details. Once the fundamental principle 
is approved the details can be elaborated by those 
possessing an expert knowledge of commodity markets, 
and of the requirements of this country in non-perishable 
commodities, etc. It would be a comparatively easy 
matter to find a formula by which the profit on the gold 
reserve could be mobilised before it was definitely fixed 
through the legal stabilisation of sterling. 

To conc lade. the author has to point out that he does 
not altogether claim the merit of originality for his 
proposals. Apart from the idea put forward by Major 
Angas, which was referred to above, there have been 
precedents in the past for prominent Governments 
accumulating commodity stocks for rainy days. The 
first of these precedents dates back to B.C. 4000 or 
thereabouts. It was adopted in Egypt on the suggestion 
of an economic expert named Joseph, thanks to whom 
Egypt was in a position to face with equanimity the seven 
lean years. 
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Mechanisation and Staff 
Problems in Banks 


By C. Ralph Curtis 


FEW weeks ago, one of our _ distinguished 
A contemporaries published a letter from a corre- 

spondent, calling attention to the “ terrible condi- 
tions”’ under which the female staffs in banks are 
working owing to the mechanised systems which most of 
the banks now have in force. The letter goes on to 
speak of ‘‘ Day in and day out from half-past-eight in 
the morning till eight at might they are tied to their 
machines like modern galley slaves—let a girl touch the 
wrong lever once and all the accumulating figures collapse 
like the broken mainspring of a watch, and whirl back to 
zero, leaving her with probably an hour’s extra work on 
her hands.’ In these days when it is sought to make 
political capital out of the banks, it is extremely unfor- 
tunate that letters of this description should be published, 
especially as their refutation, and their obvious absurdity, 
never receive the same publicity as the original letter. 

The installation of machinery in the banks has certainly 
raised many new problems for the managements and 
for the staff controllers, but it is safe to say that conditions 
such as were described would not be tolerated in any of 
the ‘“‘ big five”’ for an instant. Before dealing with the 
problems which have arisen it will be interesting to point 
out some at least of the many fallacies which exist in the 
letter in question. 

In the first place, staff hours do not usually start at 
half-past-eight. The usual hours are from nine to five- 
thirty, with, of course, later hours at half-yearly balance 
times. Moreover, branch managers of the banks have 
instructions to sce that reasonable hours are maintained, 
and to report immediately to Head Office should any of 
their staff be called upon for late work. If Head Office 
were not satisfied with this report, an inspector would 
then be sent to investigate the matter. 

Owing to the peculiar nature of the work and 
hours of the London Clearing House, the clearing 
departments of the big banks in London do _ have, 
to a certain extent, to work “against the clock”. 
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Even here, however, it is usual on five days out of six 
for the female staff to be away by five o’clock. On 
a Saturday the same amount of work has to be got 
through as on a weekday, with the result that the country 
clearing departments in some of the banks cannot get 
away much before three on that day. To compensate 
them for this, one at least of the big banks has an arrange- 
ment whereby female operators in such departments 
obtain an extra day’s holiday per month. Furthermore, 
in order to make sure that there shall be no strain upon 
the girls, these days have to be taken one each month and 
not accumulated. The remainder of the “ big five’ have 
very similar systems working, and it would be practically 
impossible for any member of their staffs to be worked 
in the manner suggested by the correspondent. So 
strongly, indeed, do the staff departments of the big 
banks feel with regard to the absolute necessity for having 
“happy stafis’’ that it is quite possible that had the 
name of any bank been mentioned in the letter, legal 
proceedings would have been taken by the bank. Not 
only are the writer’s charges untrue, but it is safe to say 
that the girls employed in banks are far better treated 
on the whole than those employed in commercial firms. 
Whilst their commencing salaries of £85 to {100 per 
annum at eighteen may be similar to those in commercial 
firms, there are few of the latter who raise the salaries 
of their girls automatically by {10 a year to such figures 
as {200 and £250 per annum, unless the girl in question 
is possessed of some very special qualifications. Yet 
this is, nevertheless, the usual scale in many of the banks. 

In addition to this, the salaries are paid free of 
income tax, and a pension is given, which amounts usually 
to about two-thirds of the salary, after forty years’ 
service. 

In no ordinary commercial firm in existence is the 
attitude of the employer towards illness so sympathetic 
as in the banks. Instances have been known where 
members of the staff who have been taken ill have been 
carried on full pay for as long as eighteen months before 
being retired, whilst the banks usually have their own 
arrangements whereby the best medical attention, in- 
cluding hospitals and sanatoria, is available to the 
members of their staffs, either free or at nominal fees. 
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The question of sport is coming ever to the fore in 
these days. Each of the big banks has its own sports 
ground, magnificently equipped for every kind of sport, 
and these grounds are available to all the staff at a very 
small subscription. Furthermore, should any member of 
the staff evince a particularly high standard in any 
particular sport, the bank will usually give time off to 
enable the member in question to play in tournaments. 

Another fairly important matter which has to be 
considered is the actual working conditions which prevail 
when work is being done. Competition in business being 
keen to-day, most commercial firms are eager to reduce 
their overheads to a minimum. To this end typists and 
machine operators are subjected to time and motion 
studies by experts, production schedules are got out for 
the work which should be done in a given time, and a 
close watch kept to see that such schedules are adhered 
to. Conditions such as these are certainly conducive to 
strain in any female of a nervous tendency, but such 
conditions are never found in banks. The work may be 
hard on occasions—all work is !—but it is always kept 
well within the capacity of the individual. 

Taking all these factors into consideration it can be 
categorically stated that in no commercial firm are the 
conditions for the female staff better than in the banks, 
and that, furthermore, in few commercial firms are they 
anything like so good. 

The correspondent shewed an almost laughable lack of 
knowledge of the machines in question, as there is not, 
to my knowledge—and I am supposed to be an expert on 
the subject—any machine on which a touch of a lever 
will whirl away all the accumulated figures in the airy 
manner described in the letter. It is, of course, possible 
to clear the machines, this is, indeed, part of the check 
provided by the machines, but the incautious striking of 
the clearance key would merely result in the total in the 
machine being printed on to whatever paper was in the 
machine. As there is nearly always a proof sheet in every 
machine as long as it is being used, the operator in such a 
case would simply have to pick up again the printed total 
figure which her inadvertence would have printed on the 
proof sheet. In one particular type of machine, it is not 
even possible for the operator to clear the machine, as the 
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clearance mechanism is locked, and can only be operated 
by the key which is usually in the possession of the 
accountant, who himself clears the machines as an extra 
prevention against mistakes or fraud. 

There are, as I have said, very real problems of 
staffing which have arisen with regard to the machines. 
The first of these arose as soon as the machines came in. 
I refer to the attitude of the female staffs already in 
existence. New female staffs come into the banks in order 
to go on to the machines, they are trained in the banks’ 
own school before starting, and they know exactly what to 
expect. The older female staffs, who had hitherto been 
employed on hand work, presented a different problem. 
Some of them took to the machines readily, and are now 
amongst the banks’ best operators. Others could not 
accustom themselves to the new idea, and niches had to 
be found for them elsewhere in the banks. Such cases 
are in a very small minority and only time, in the shape 
of marriage or retirement can eliminate them. 

The question of the male staffs is a far more serious 
one. Recruiting for the male staffs has slowed down 
very greatly, and where a bank would formerly have 
taken on ten boys it now only wants five. It was in the 
nature of things nearly impossible that more than two 
of the ten boys previously taken on would attain to the 
dignity of a branch manager. It was, however, usually 
found that the law of averages provided that at least two 
out of the batch of ten turned out to possess the abilities 
and qualities necessary in a branch manager. The 
position is now different. With the bulk of the monoto- 
nous work done by female labour on machines, a far higher 
standard of intelligence is required of all boys who enter 
the banks to-day. In addition to this the number of 
branches has, if anything, risen. This means that not 
only must three out of each present batch of five, possess 
the necessary qualifications for becoming a_ branch 
manager eventually, instead of two out of ten as was 
formerly the case, but that the remaining two must also 
be of a higher standard of intelligence than was previously 
required from entrants. 

It is undoubtedly more difficult to enter a bank 
to-day, both from the point of view of the number taken 
on and of the standard required, but, on the other hand, 
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the prospects of the young entrant to-day are higher than 
ever before. It has frequently been commented upon 
that many of the numerous small branches which the 
banks have opened in every small village in the United 
Kingdom, cannot possibly be run at a profit. The 
answer is that they are not! It is only because of the 
saving in labour and costs which have arisen by virtue 
of the mechanisation of the bigger branches that it has 
been found possible to run some of the smaller branches 
at all. 

An interesting muddling up of cause and effect has 
arisen in one of the “ dailies’’ by reason of this staff 
question. It was said that one of the banks was slowing 
up its programme of mechanisation and was engaging 
more male and less female staff. It was at once assumed 
that either the machines had been found unsatisfactory, 
or that the female staff could not stand the strain and 
were being replaced by men. In point of fact the recruit- 
ment of staff is governed by supply quite as much as by 
demand, and the increase of business which has taken 
place recently naturally calls for the addition of male 
staff in a higher proportion. 

It will have been observed that my remarks have been 
confined to the “ big five.” There are, of course, literally 
hundreds of financial institutions in London which 
might, perhaps, be graced with the title of bank. Their 
stafis vary from ten to several hundreds, and it might, 
perhaps, be found that in one or two of these institutions, 
conditions of labour were not so good as those in the big 
banks. The remedy is easy, as I believe that the big 
banks are from time to time on the look out for competent 
female staffs, and they would possibly welcome those of 
decent education who had already served an apprentice- 
ship on machines with other firms. 





Chieeey 
Mr. Henry Bell 


As we go to press, we regret to learn of the death of 


Mr. Henry bell, a Director and former General Manager 
of Lloyds Bank Limited. A full notice of the career of 
one of the most distinguished bankers of recent years 
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will appear in our next issue, but in the meantime we 
should like to place upon record our keen sense of 
personal loss. Mr. Bell was a kind friend to all who 
knew him, and his death leaves a gap which will remain 
apparent for many years. 


Mr. Robert John Hose 


WE regret to announce the death of Mr. Robert 
John Hose, a Director of the Anglo-South American 
Bank, who died at Copenhagen on August 28, 1935, 
in his seventy-second year. 

Mr. Hose began his banking career in 1878, and after 
eighteen years’ service in a junior capacity, he was 
appointed Secretary of the Bank of Tarapaca and London, 
now the Anglo-South American Bank. He was subse- 
quently appointed Manager, and later held the joint 
positions of Manager and Secretary. In 1911 he was 
made Managing Director, and in November, 1918, he 
was elected Chairman and Managing Director. 

In March, 1928, Mr. Hose felt compelled to retire from 
the position of Managing Director of the Bank. He 
continued to act as Chairman, however, and was thus able 
to maintain his previous intimate interest in the affairs 
of the Bank. Mr. William E. Wells succeeded him as 
Managing Director. 

In December, 1931, Mr. Hose retired from the 
Chairmanship owing to ill-health, but continued to be a 
Director of the Bank. He was suceeded in the Chairman- 
ship by Sir Bertram Hornsby. 

Mr. Hose was also Chairman of the Consolidated Tin 
Smelters, a Director of the Marine Insurance Company, 
and on the Boards of numerous other companies. 


Mr. Richard Dobson 


WE have also to announce with regret the death of 
Mr. Richard Dobson, Joint General Manager of Williams 
Deacon’s Bank, who died on September 14 after a long 
illness, at his home at Bramhall, Cheshire. 

Mr. Dobson entered the service of the private banking 
firm of Williams Deacon & Co., London, in 1888. In 
1890 this bank was amalgamated with the Manchester 
and Salford Bank, and the title was later changed to 
Williams Deacon’s Bank. In 1906 Mr. Dobson went to 
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Manchester, and some time afterwards took over the 
duties of Superintendent of Branches. He was appointed 
Assistant General Manager in 1927 and Joint General 
Manager of the Bank in 1931 

Mr. Dobson was a past President of the Manchester 
and District Bankers’ Institute, a member of the Man- 
chester Statistical Society, and Treasurer of the Man- 
chester Warehousemen and Clerks’ Orphan Schools. 
In addition to his many business activities he was also 
keenly interested in architecture and sport. 





Appointments and Retirements 


Institute of Bankers 
Mr. Ernest Sykes has retired from the post of 
Secretary of the Institute of Bankers, which he has held 
for thirty years. On his retirement Mr. Sykes takes over 
the duties of Secretary of the London Bankers’ Clearing 
House, to which he was appointed earlier in the year. 

In 1903 Mr. Sykes was invited to relinquish his 
appointment in the London and County Bank in order to 
join the permanent staff of the Institute of Bankers as 
Assistant to the Secretary, the late Mr. Talbot Agar. 
A short time afterwards, on the death of Mr. Agar, he 
succeeded to the Secretaryship. The growth ‘of the 
Institute during this period has been phenomen nal, and 
much of it has been due to the organising abilities of 
Mr. Sykes. The membership has risen since 1903 from less 
than 2,000 to 35,000. 

Mr. Sykes is succeeded as Secretary by Mr. Maurice 
Megrah. Mr. Megrah joined the Institute in 1930 from 
the Westminster Bank where he had served for more 
than ten years. He had previously acted as examiner 
for the Institute for the Practical Banking papers. He 
was one of the earliest bank officials to obtain the degree 
of B.Com. at London University, and for his book ‘“ The 

3anker’s Customer ’”’ he was awarded the degree of 
M.Com. Mr. Megrah served during the War in the Royal 
Field Artillery. 


British Overseas Banks’ Association 
Mr. Crawford Gordon, the London Manager of 
the Canadian Bank of Commerce has been appointed 
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Chairman of the British Overseas Banks’ Association, 
in succession to Mr. Crockatt, whose retirement was 
announced in the September issue of THE BANKER. 

Mr. Gordon was born in Montreal. He entered the 
service of the Canadian Bank of Commerce at Winnipeg 
in 1900 and rose to the position of Assistant Manager of 
the branch in that city. In 1920 he was selected to 
establish a branch of the Bank in Kingston, Jamaica, of 
which he was Manager until 1925. He was then trans- 
ferred back to Canada as Assistant Manager of the 
Toronto branch. The following year he was appointed 
Manager of the Ottawa branch and he occupied this 
position until he became London Manager in 1931. 


Lloyds Bank 


Mr. J. A. Houston has retired from the post of 
Manager of Lloyds Bank Limited, Grey Street, New- 
castle-upon-Tyne, after 47 years’ service. He entered the 
Head Office of the old private Bank, Lambton and 
Company at Grey Street, Newcastle-upon-Tyne, in 1888. 
Ten years later he was appointed to the management of 
Heaton and Byker Branch, and in 1900 was transferred to 
the management of Blyth, Northumberland. He remained 
there until the amalgamation with Lloyds Bank in 
1908 when he was transferred to Abergavenny, Mon- 
mouthshire. In 1911 he went to Doncaster and in 1915 
to Chester-le-Street. He was appointed Manager of 
Grey Street, Newcastle-upon-Tyne, in 1g19. 


Martins Bank 


Mr. G. H. Shepherd has been appointed Manager 
of a new branch of Martins Bank Ltd., at Hotel Street, 
Leicester, which was opened on September 16th, 1935. 


National Bank of Australasia 


Sir Colin Stephen, Mr. Hunter White and Lieutenant- 
Colonel Hon. T. A. J. Playfair, D.S.O., O.B.E., V.D., 
M.L.C., have been appointed the first members 
of the Local Board of Advice of the National Bank of 
Australasia, which has recently been established in 
Sydney, N.S.W. The Board is similar to those in London 
and Brisbane. 
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Recent Developments in 
Palestine Banking 


By a Correspondent 


se influx of men and capital into Palestine, which 

in 1934/1935 reached an unprecedented climax, 

resulted in further expansion of all branches of 
economic activity. Investments during that period are 
estimated at about ten million pounds annually, currency 
in circulation amounted in March, 1935, to £P.5,541,000, 
as against £P.4,325,000 in July, 1934, and the deposits 
with banks had reached by the end of March, 1935, 
£P.16,000,000 as against £P.13,000,000 the previous 
year. 

The changes in banking in recent months which were 
brought about by, or in consequence of this capital ex- 
pansion, are none too striking to the superficial observer, 
but are, nevertheless, of considerable interest, as they 
indicate, en masse, the trends which future developments 
of banking in Palestine are likely to follow. 

These developments are first and foremost indicated 
by the rapidly increasing number of banks, as the following 
figures will show : 

Number of Banks June 30 June 30 
registered on 1934 1935 





Foreign Banks... we ae 12 
Commercial Banks... 69 81 
Credit Banks ... one 5 6 
Co-operative Banks ... II 14 


Total ... nas ~~, 113 








Not including : 
Urban Credit Societies... 31 46 
Rural Credit Societies... 70 98* 


There are together on register, though not all operating, 
243 credit institutions, 16 of which operate about 50 


* 30 additional (Arab) Societies are before Registration. 
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additional branches, as compared with 195 institutions a 
year ago, 12 of w hich owned 43 branches. 

The newcomers in banking are distinguished from their 
predecessors by their better capital equipment, since their 
registered capital ranges from £P.10,000 to £P.60,000, as 
against £{P.1I,000 to £P. 10,000 in previous years. Most 
of these new banks, howev er, are registered with a capital 
of £P.25,000, and it seems that a considerable part of such 
registered capital has actually been paid up. 

Furthermore, eleven of the previously existing local 
banks have increased their capital, one of them to the 
considerable extent of £P.100,000. 

The pronounced improvement in the capital structure 
of the banks should be attributed to two main factors : 
namely, to the increased business which made an adequate 
increase in capital necessary, as well as possible, and at the 
same time capital became easily available. But the im- 
provement was likewise brought about by the anticipated 
retro-active requirement by the forthcoming new Banking 
Ordinance for a minimum paid-up capital, though it is 
not yet known whether the latter will be {P.10,000 or 
£P.25,000. 

This Ordinance, a proposal for which was submitted 
to the Government a year ago, by a specially appointed 
committee, is expected to be enacted before the end of the 
present year. It is known that the new legislation will 
require, in addition to a minimum paid-up capital, im- 
proved publicity of the banks; and that it will authorize 
the High-Commissioner to determine, from time to time, 
what minimum cash reserve be held by banks, and what 
maximum rate of interest may be paid by banks on 
deposits. The Committee, however, did not take into 
consideration the introduction of a fixed ratio between 
capital and deposits ; though this could have been a most 
efficient measure against many of the small banks which 
have only a small capital of their own and operate mainly 
with the money of their clients. In general, the proposal 
for the new Banking Ordinance is criticised as being 
influenced by the interest of the big banks. 

The general economic expansion, particularly in 
the citrus industry, necessitated additional banking 
facilities in rural centres. Thus the Anglo-Palestine 
Bank, which a year ago had opened abranch at Hederah, 
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and the Palestine Mercantile Bank, have both opened 
branches at Rehoboth. The Arab Agricultural Bank 
likewise has extended its net all over the country and is 
now operating six branches at important rural centres, 
while the Farmers Bank commenced its activities during 
the past year. 

Further evidence of the growing importance of 
Palestine as a banking centre has been the appointment 
at Jerusalem of a special management for the Palestine 
branches of Barclay’s Bank (D.C.O.) which hitherto 
were under the jurisdiction of the Cairo office. 

An event of considerable importance in Palestine 
banking was the issue of £250,000 44 per cent cumula- 
tive redeemable Preference Shares by the Anglo-Palestine 
Bank, thus bringing the paid-up capital to £550,000. 
These shares, which do not carry voting rights and will be 
non-participating, will be redeemable during a Maximum 
period of fiteen years. The Bank was in possession of a 
firm offer for the whole of this issue and payment was 
made in full on August 15. The decision of Lloyds Bank, 
London, to participate in this issue, is of great interest, 
as this step will further strengthen the long-standing 
friendly relations between the two institutions. 

The ordinary shares of the Anglo-Palestine Bank will 
continue to be held almost exclusively by the Jewish 
Colonial Trust. In order to bring the paid-up capital 
to the full amount of the registered capital of £1,000,000, 
further issues are said to be contemplated by “the Bank. 
Considerable attention has been given to the successful 
conversion by the General Mortgage Bank of Palestine, a 
subsidiary to the Anglo-Palestine Bank, of its debentures 
thus bringing down the interest from 7% to 5%. The 
Bank, which at present has a paid-up capital of about 
£P.250,000 (of which £P.50,000 are ordinary, and the rest 
preference shares), is going to increase its capital to 
£P.1,000,000. This will enable the bank to issue deben- 
tures up to £P.6,000,000, while at present about 
£P.1,200,000 worth of debentures are in circulation. 
There is a considerable demand for these debentures in 
Palestine, as well as abroad. 

The prosperity in banking is likewise indicated by 
the profits, which enabled all the banks to pay a reason- 
able dividend for 1934, in addition to adequate contri- 
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putions to the reserve funds. This dividend, for instance, 
amounted to 8% in the case of the Anglo-Palestine Bank, 
and 7°% in the case of the Palestine Mercantile Bank. 
Most of the co-operative banks contrived this year, as 
previously, to use all their profits for the accumulation of 
a considerable reserve fund instead of distributing a 
dividend among their members. In this way the Ashrai 
Bank, a co-operative institution which commenced oper- 
ations in 1924, has accumulated a reserve fund of 
£P.57,000, i.e., almost twice its share capital. The turn- 
over of this bank during 1934 of £P.26,000,000, is another 
indication of the present ‘‘ prosperity ”’ in banking. 

The foregoing developments show more or less a 
numerical expansion, 1.e., changes in quantity, in Pales- 
tinian banking. But there are also certain indications 
of structural changes which are taking place. While 
Palestinian banks have, so far, observed a strict division, 
as prevailing in England, between deposit and investment 
banking, a new form of banking, known as “‘mixed”’ or 
“German ’’, has taken root in Palestine. Some of the 
newcomers from Germany combine their activity as 
commercial banks with that of investment banks or as 
underwriters. The recent issue of Palestine Potash Ltd. 
was partly underwritten by J. Japhet & Co. Ltd., 
Bankers, Jerusalem, and by Ellern’s Bank, Ltd., Tel- 
Aviv. 

Meanwhile I.F.I.C.O. (Industrial and Financial Cor- 
poration of Palestine), the first exclusive investment and 
promoting company in Palestine, has placed shares of a 
number of new important enterprises on the market, and 
can look back upon a successful first year of activity. 

Another interesting newcomer in banking, as a matter 
of fact the latest, is the Czechoslovak-Palestine Bank at 
Haifa, with a capital of £P.50,000, of which £P.25,000 
are paid up. This bank aims at promoting the trade 
relations between Czechoslovakia and Palestine, and 
intends to maintain for this purpose a warehouse for 
Czechoslovakian goods at Haifa, and a permanent 
exhibition of Palestinian goods at Prague. 

The forthcoming registration of an institution for 
similar purposes, the Palestine-Lithuanian Bank, with a 
paid-up capital of £P.10,000, has just recently been 
announced. 
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Among the events during the period under review a 
number of developments should be mentioned which were 
of particular significance for the Palestinian capital 
market. Among them the loan from Lloyd’s Bank to 
the Jewish Agency, amounting to £500,000 at 4°% for 
I5 years, takes an outstanding place. Negotiations are 
being carried on for another loan to the Jewish National 
Fund. 

A loan of £1,000,000 was granted by the Prudential 
Assurance Co. to the municipality of Tel-Aviv at 43% for 
25 years, of which £360,000 were issued up to date. 
Jerusalem and Haifa are likewise negotiating for loans 
of £500,000 each. Other smaller loans for public works 
to municipalities are to be granted out of the government 
loan of £2,000,000, which was placed on the London 
market. 

In addition to these loans to public bodies, issues have 
been placed on the London market by the two leading 
industrial enterprises. The issue in London of Palestine 
Electric Company of {£600,000 4$°% redeemable cu- 
mulative Preference Shares was at once twenty-eight 
times over-subscribed, while Palestine Potash Ltd. issued 
£350,000 5°, redeemable cumulative Preference Shares 
in London and Jerusalem simultaneously. 

Severe criticism was expressed that no opportunity 
was given to the Palestinian public to invest in public 
loans or shares of Palestine Electric Co., part of its surplus 
funds, which are at present lying idle in the banks. 

Another interesting issue is that of the Palestine 
Land Development Company of £P.75,000 6% redeem- 
able Preference Shares which was taken up on the local 
market. The proceedings of this issue should assist the 
Company—a land purchasing agency which was estab- 
lished by the Zionist organisation as a public utility—in 
combating land speculation and further issues should be 
encouraged for this purpose. 

The capital market which has developed in Palestine 
in recent years, does not include only local stocks, but 
considerable amounts are being invested in foreign stocks. 
The question, therefore, was raised as to whether the time 
has come for the establishment of a stock exchange, 
but so far this idea has not become popular. 

A review of Palestinian banking in 1934/1935 may not 








mee AULT lle Ce t 


7 





PALESTINE BANKING 43 





pass without mentioning the establishment of the Arab 
Industrial Bank, although this institution has not yet 
begun to operate. Since the establishment of the Arab 
Bank in 1931, and the Arab Agricultural Bank in 1933, 
a complete net has been created to serve equally the 
development of purely Arab commerce, agriculture and 
industry. At the same time, with the assistance of the 
Registrar for Co-operatives, a considerable number of 
Arab credit societies were established (1933 : 14, 1934: 18, 
1935 : 30), which will help the cultivator to emancipate 
himself from the oppression by the usurer. But it should 
be mentioned that the most outrageous usury, as previous- 
ly known in Palestine and still existing in other countries 
of the East, has for all practical purposes disappeared. 

There are a number of problems still unsolved which 
require an early solution; the most outstanding one of 
which is the transfer of German-Jewish capital to 
Palestine. The institution which was set up for this 
purpose, the “ Haavarah’”’ Trust Company, has trans- 
ferred from November 1, 1933, to July 15, 1935, over 16 
million Reichsmarks on both accounts (i.e., for immediate 
settlers and for prospective settlers), while in Berlin 27 
millions were paid in for transfer. If only the account 
for immediate settlers were taken into consideration, 
there still remains an amount of 7 millions to be trans- 
ferred which at the prevailing speed will take over a year. 
This does not include amounts, which are at present only 
registered, but not yetaccepted for transfer. The present 
system therefore, cannot be considered satisfactory and 
new ways of an accelerated transfer will have to be found 
if the German-Jewish immigration is not to peter out. 
At the same time, similar arrangements will have to be 
made with other countries where an embargo exists on 
the export of capital. 

Other problems have arisen as a consequence of the 
rapid development of agriculture and industry, which have 
created additional demands on the credit machinery of 
the country, and new institutions will be required to cater 
for these exigencies. In order to relieve the shortage of 
housing in rural districts, the establishment of a Rural 
Mortgage Bank is proposed, and to satisfy the existing 
and anticipated additional credit requirements of the 
growing industry, a strong Industrial Bank is demanded. 
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This latter problem was the subject of a heated con- 
troversy and it has been suggested that an institution 
which would work along the lines of Credit for Industry, 
Ltd., London, would be a suitable solution for Palestine. 
Meanwhile Palestine Corporation (a subsidiary to the 
Economic Board for Palestine, London) contemplates the 
granting of loans on industrial buildings, and will thus 
supplement the short and medium credits which are at 
present available for industry with Loan Bank (Palestine 
Economic Corporation, New York) and the Anglo-Palestine 
Bank. These two banks are considering a merger of their 
industrial credits into one institution. Such an institu- 
tion, by its close contact with industry, could be a valuable 
instrument in industrial planning and would be an auspi- 
cious beginning for a future bigger industrial credit cor- 
poration. At the same time, Palestine Corporation, it 
is reported, will double its capital to £400,000. 

A striking feature in Palestine banking is the general 
lack of co-operation between the medium and smaller 
banks, which can frequently be observed in countries 
with highly competitive banking services. It often 
results in duplication of credits and it will take some 
years before the banks will have learned from experience 
the advantages of co-operation. Such co-operation can 
begin with a permanent exchange of credit information 
and may ultimately lead to mergers of the fittest among 
the smaller banks, as has happened in other countries. 

It is, however, too early to predict the trends which the 
development of banking in Palestine are likely to follow. 
While up to date the American system of a multitude 
of small unit banks prevailed, the increase in branch 
banking—small as it is—might possibly be interpreted 
as a tendency towards the European system of chain- 
banks. The question, likewise, arises whether the 
‘German ”’ system of “‘ mixed ”’ banking will increase to 
a considerable extent and will mark Palestinian banking, 
or whether the English system with its strict division 
between commercial and investment banking will con- 
tinue to dominate. It is likely that in both respects 
Palestinian banking will soon arrive at the crossroads 
where its future character and structure will be decided. 
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American Banking 


By a Correspondent 


HE Banking Act of 1935 was passed on August 23, 

| four days before the adjournment of Congress. 

Now that the heat of the debate which surrounded 

this measure has died down, and both sides have yielded 

somewhat to reach the final compromise, it is generally 
agreed that a good bill has been secured. 

- Marriner S. Eccles, Governor of the Federal Reserve 
Board, who led the Administration’s fight, did not get 
the wide-open powers for which he asked, but he secured 
a substantial measure of centralised control over the 
monetary machinery of the country. The bankers who 
opposed Mr. Eccles did not succeed in blocking his 
efforts to have control over the money supply shifted 
from Wall Street to Washington, but they did manage to 
get a good many important checks put into the bill to 
prevent too easy abuse of authority by political 
appointees. 

The bill makes fundamental changes in the structure 
of the Federal Reserve System, and constitutes an 
important advance in the movement for increasing 
Federal control over banking. The measure consists of 
three parts: Title I, which establishes Federal insurance 
of bank deposits in a permanent form; Title II, which 
deals with changes in the structure of the Federal Reserve 
System, centralising control over its policies and increasing 
the Federal Reserve Board’s powers; and Title III, 
which consists chiefly of technical amendments to correct 
errors of omission and commission in previous banking 
laws. 

Under the new bill deposit insurance is limited to the 
first $5,000 of each individual account, as was the case 
in the temporary insurance plan that had been in force 
since the beginning of 1934. | Assessments are levied 
upon the banks at the rate of ;'; per cent. of gross deposits, 
an arrangement which makes the big banks pay for most 
of the insurance. A limit is placed on assessments, 
however, by making the fee a fixed annual charge, and 
by providing that when the insurance fund has reached 
$500 millions assessments shall cease. Insured banks 
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having average deposits of $1 million or over must join 
the Federal Reserve System by 1941. 

Title II changes the name of the Federal Reserve 
Board to the Board of Governors of the Federal Reserve 
System. In place of the present board of six appointed 
members and two ex officio members, the Secretary of 
the Treasury and the Controller of the Currency, there is 
to be established on February 1, 1936, an entirely new 
board of seven appointed members. Board members 
are to be appointed for terms of fourteen years, compared 
with the present term of twelve years, are to be ineligible 
for reappointment once they have served a full term, and 
are to receive $15,000 against the present salary of 
$12,000 a year. Original appointments are to be made 
in such a way as to bring about one retirement every two 
years. These changes, which are widely approved, will 
ultimately make for a board independent of political 
control. 

The chief officers of the Federal Reserve Banks, 
heretofore called governors, are to be called presidents, 
and are to be elected by the directors of the various 
Reserve Banks, subject to the approval of the Board of 
Governors of the Federal Reserve System, for five year 
terms. A first vice- president is to be similarly chosen 
for each Reserve Bank. 

There is created an open market committee consisting 
of the seven members of the Board of Governors plus 
five presidents of Reserve Banks. This committee will 
decide on matters of policy with respect to open market 
purchases or sales of securities by the system, and its 
decisions are to be binding upon the Reserve Banks 
which may not undertake any open market operations 
without permission of the committee. By way of further 
centralising control over credit policies it is provided that 
each Federal Reserve Bank shall establish its rediscount 
rate every fourteen days subject to the approval of the 
Federal Reserve Board. The latter will thus have a 
fortnightly check upon the rediscount rates of the 

various Reserve Banks. As a check upon political 
attempts to abuse the Reserve System the law forbids 
the sale of government securities directly to the Reserve 
Banks by the Treasury. 
The Board of Governors of the Federal Reserve 
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System is given authority to raise the reserve require- 
ments of member banks up to 100 per cent. above existing 
legal requirements upon the vote of not less than four of 
its members. By this provision it would be possible, in 
the event of threatened injurious credit inflation, to wipe 
out overnight the present enormous volume of excess 
bank reserves. 

Regulations for the rediscounting of paper by the 
Federal Reserve Banks have been liberalised by providing 
that the Reserve Banks may make advances on paper not 
previously eligible at a rate $ per cent. above the 
prevailing rediscount rate. 

The proposed provision for permitting deposit banks 
to underwrite securities, was eliminated from Title III 
in the final bill, a move which is approved by the majority 
of bankers, although it disappoints a few of the larger 
Wall Street institutions. Probably the most interesting 
item in Title III was that bearing upon reserve require- 
ments which provided that Government deposits, hitherto 
not reserved against, should henceforth carry the same 
reserves as ordinary deposits, and which permitted banks, 
in determining net deposits subject to reserves, to deduct 
from gross deposits the amounts due to them from other 
banks. The net result of these changes when they took 
effect was apparently to reduce the reserve requirements 
of all banks by about $25 millions, the country banks 
being the gainers and the city banks the losers. 

Many provisions of the bill are made dependent upon 
rules and regulations to be promulgated by the Board of 
Governors of the Federal Reserve System, and until some 
of these regulations are published it will not be possible 
to judge of the full effects of the measure. It is at once 
evident, however, that the Board in Washington, as 
reconstituted, is to have a greater degree of control over 
the entire system, and over all banks than ever before, 
and that it has been made responsible for credit policies. 

Undoubtedly the long and acrimonious debate over 
the Banking Act of 1935 has done much good. It has 
had an educational effect, not merely upon the politicians 
but upon the bankers too, and has probably choked off 
some of the more radical schemes that were being talked 
of behind the scenes in Washington. The support which 
bankers, even the Wall Street bankers, now give to the 
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idea of greater centralisation of credit control is somewhat 
surprising in view of the more extreme stand taken by 
some banking critics of the bill in the early stages of the 
debate. 

The adjournment of Congress, curiously enough, 
seemed to bring none of the usual brightening of business 
sentiment. In fact it coincided with some falling off 
of confidence, and with a general set-back to the securities 
markets. The Government bond market, in particular, 
suffered an acute decline which swept the yields on out- 
standing long-term issues back to the highest levels since 
last February, and which culminated in the failure of an 
offering of Treasury-guaranteed bonds of the Federal 
Farm Mortgage Corporation. Tenders for only $85 
millions were received on an offering of $100 millions, 
despite the fact that the bonds were offered at “‘auction”’ 
to the highest bidders. This incident, coming at a time 
when the government has before it the refunding of 
$1,250 millions of Fourth 44 per cent. Liberty bonds, 
called for redemption on October 15, as well as the raising 
of further large amounts of new money, has induced a 
good deal of nervousness. It had been widely recognised 
that yields on high-grade bonds had reached abnormally 
low figures although there is still no sign of any slackening 
in the piling up of surplus bank funds. Excess reserves 
of member banks of the Federal Reserve have risen to 
about $2,800 millions, in spite of the cessation of the gold 
movement from abroad. 

Demand for bank credit continues to be virtually 
non-existent, and there is growing nervousness among 
banks as to earnings. Early in September the Central 
Hanover Bank & Trust Company and the Bankers 
Trust Company reduced their dividend rates which had 
previously stood unchanged since July I, 1929, by one- 
third. The action caught the market for bank shares 
by surprise and brought about a severe fall in the prices 
of leading bank stocks. It contributed to a vague and, 
perhaps ill-founded feeling of uneasiness which seemed 
about that time to be creeping over the financial com- 
munity. 

The continued rapid expansion of bank deposits is 
indicated in the following table giving the principle 
changes in loans and investments of the reporting member 
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banks of the Federal Reserve System in g1 leading cities 
as of August 28, compared with a month ago and a year 
ago :— 
(In millions of dollars) Increase or Decrease 
since 
Aug. 28, July 31, Aug. 29, 
1935 1935 1934 


Net demand deposits ... bis i 15,952 + 435 + 3,026 
Total loans and investments ... ane 18,533 + 26 — 825 
Loans on securities... ma ie 2,899 — 68 — 348 
Other loans ...... re 4,446 + 86 — 109 
U.S. Government direct obligations sas 7,310 — 70 + 683 
Other securities she ae ad 3,878 + 78 — 599 


A part of the large increase in net demand deposits 
reflected the inclusion in these figures for the first time of 
demand deposits due to the government, but apart from 
this there was a very substantial increase from other 
causes. 

An interesting outcome of the defeat of the proposal 
to permit banks of deposit to resume underwriting of 
securities was the announcement on September 5 that 
three partners of J. P. Morgan & Co., Messrs. Harold 
Stanley, William Ewing and H. S. Morgan, the younger 
son of the head of the firm, had decided to withdraw 
from the firm and establish a security business under the 
title of Morgan, Stanley & Co. Inc. The move indicates 
apparently, that the Morgan firm has given up hope of 
a change in the laws which would permit it, as heretofore, 
to do both a deposit banking and inv estment banking 
business. The new corporation will seek to continue the 
business of underwriting and wholesaling securities which 
the older firm had to give up in June, 1934, in order to 
retain its deposit business under the Banking Act of 1933. 
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French Banking 
By M. Mitzakis 


“Teon improvement of the French money market 
continued in August. Money rates continued to 
decline. To tell the truth, this was mainly the 
result of a further reduction of the Bank rate from 3} 
to 3 per cent. on August 8. Without this measure, the 
discount rates would probably not have fallen, since 
funds were none too plentiful. The heads of the Central 
Bank did not, however, want to delay the reduction 
of the Bank rate until a decline of the market rate had 
taken place, but preferred to accelerate the course of 
events. They had already acted in the same way in 
July when they reduced the Bank rate from 5 to 4 per 
cent. and again to 33 per cent. 

Were they wrong in disregarding the classical rules 
which prescribe that a Central Bank has to confirm and 
not provoke a decline in the market rate of discount ? 
As we have already pointed out in previous articles, 
the situtation of France was quite unusual. The Central 
Bank raised its Bank rate in a few days from 2} to 
6 per cent. in order to check bear speculation in francs. 
From the moment bear speculation ceased it was im- 
perative to relax credit conditions. The Central Bank 
could not possibly maintain a rate which caused trade 
grave inconvenience. It was, therefore, well advised 
in lowering its rediscount rate to 3 per cent. even though 
the technical situation of the market did not justify 
this decision. It is necessary to add that at its new 
level the French Bank rate remains relatively high, 
especially compared with the rediscount rates of the 
Bank of England or of the Federal Reserve Bank of 
New York. 

As the table on the next page shows, the reduction in 
Bank rate succeeded in bringing about a general decline 
in short-term money and discount rates. The market 
rate of discount declined from 3} to 2 per cent. Day- 
to-day money declined from 3$ to 2} per cent. On the 
market for Loans on Bons de la "Défense Nationale 
interest rates declined from 3? to 375 per cent. for one 
month and from 3} to 3} per cent. for three months. 
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The decline was more pronounced for Bourse loans. 
On the Parquet the loan rate declined from 3 to 1} per 
cent. This was, however, due to the abatement of 
speculation. Since open positions declined, the demand 
for loans to finance them also diminished. On the 
Coulisse the volume of funds available for loans is always 
much smaller than on the Parquet, and rates are there- 
fore always higher. In August they declined from 6 to 
54 per cent. 
End of Endof End of 
June, July, August, 
1935 1935 1935 
% - % 
Banque de France, rediscount rate 
Market rate of discount 
Day-to-day money , 
Loans on Bons de la Dé fense Nationale :— 
Market rate for I month 
Market rate for 3 months 
Rates of loans on securities :— 
On the Parquet . ou ‘a 
On the Coulisse sa 7% 
The Bank return, summarised on the next page, 
did not show any marked changes during August. The 
gold reserve increased from Frs. 71,277 to Frs. 71,742 
millions. It was expected that the liquidation of specu- 
lative positions against the franc at the end of August 
would result in a large influx of gold. In reality, “the 
extent of the liquidations was small, and it appears 
that the importance of speculation was not as great as 
had been believed. The measures taken by the Bank 
of France—increase of the Bank rate and suspension 
of lending on bullion—appeared to have been very 
effective in discouraging bear operations in francs. 
Discounts increased from Frs. 7,524 millions to 
Frs. 7,796 millions during August. This increase is too 
small to have any particular significance. In any case 
it was partly offset by a decline of 30-day advances 
from Frs. 693 millions to Frs. 544 millions. Among 
liabilities, the note issue increased from Frs. 81,128 
millions to Frs. 82,241 millions. On the other hand 
current and deposit accounts declined from Frs. 14,331 
to Frs. 13,909 millions. Total sight liabilities increased 
from Frs. 95, 458 millions to Frs. 96,150 millions. As 
a result, in spite of the slight increase of the gold stock, 
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the reserve ratio declined slightly from 74-67 to 74-61 
per cent. 
End of Endof End of 


June, July, August, 
1935 1935 1935 





(Millions of francs) 


ASSETS. 
Gold Reserve , be ». JI,017 71,277 71,742 
Foreign Exchange reserve » (total) wie 987 1,017 1,015 
Sight ia oa a ios eta 7 9 7 
Time es Aa 2 By oa 979 I,008 1,008 
Discounts (total) .. 7 ig 5 8,245 7,524 7,796 
Bills on France .. ae a3 8,022 7,301 7,575 
Bills on Foreign countries ay = 22: 223 221 
Advances on bullion a ea $a 1,168 1,197 1,212 
Advances on securities .. MG x 3,277 3,171 3,103 
Advances up to 30 days .. _ oe 735 693 544 
Bonds of the Caisse Autonome .. 24 5,805 5,805 5,800 
LIABILITIES. 
Note circulation .. wi 52,099 1,128 82 ,241 
Current and deposit accounts (total) .. 13,951 14,331 13,909 
Of which 
Treasury , ad *< ais 166 163 128 
Caisse Autonome - - ~ 2,516 3,075 3,116 
Private accounts = bi .. 10,72I 10,880 10,480 
Sundry .. is ne - 248 210 185 
Total of sight liz .bilitie i on sa 4 _- 051 95.458 96,150 
Percentage of gold cover sia -» 73°94% 74°67% 74:61% 


The general situation of the Bank of France has thus 
not changed materially in August. The only marked 
change was the reduction of the Bank rate. On this 
occasion the Governor of the Bank of France, M. Jean 
Tannery made a long statement to the Press, which 
created some stir, since it is not customary for the 
Governors of the Bank of France to grant interviews. 
In this statement he indicated the credit policy he 
intended to pursue. His aim is a gradual reduction of 
interest rates. From this declaration the remark con- 
cerning the willingness of the Bank of France to assist as 
far as possible in the improvement of credit conditions is 
particularly worth recording. The Bank is prepared to 
rediscount, in addition to commercial bills, Treasury 
bills and Bons de la Défense Nationale. In this respect, 
the Bank’s policy has changed, as in the past Treasury 
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bills were not eligible for rediscount. The Bank of Issue 
has thus become more liberal. It is necessary to point 
out, however, that the change will not lead to an 
increase of loans to the public. M. Tannery made it 
plain that he will only admit Treasury bills for rediscount 
within the maximum limit of rediscount facilities given 
to every firm. 

The Governor’s statement is of interest also from 
another point of view. Although he declares himself in 
favour of a reduction of interest rates, he emphasises 
that this does not depend exclusively upon the Bank of 
France. He wants to see a reduction of hoarding, which 
is the best way to the reduction of interest rates. There 
are funds in France, amounting to Frs. 40 milliards— 
represented by gold and hoarded notes—which do not 
seek employment. Will the Government succeed in 
creating the atmosphere of confidence indispensable for 
inducing these funds to return into circulation? This 
remains to be seen. It is the condition upon which the 
success of the Bank of France’s policy will depend. 


German Banking 
‘Te German Government is issuing its first large 


public loan for the purpose of consolidating part 

of the debt contracted for employment-creating 
schemes. A_ syndicate heade d by the Reichsbank is 
issuing Rm. 500 millions of 44 per cent. Treasury bonds at 
983 per cent. The Treasury bonds are repayable in ten 
years by annual repayments to begin 1941. The net 
vield is 4-68 per cent. The lists are open from Sep- 
tember 4 to September 16. At the same time the Reichs- 
bank placed with the Deutsche Girozentrale (the central 
organisation of savings banks) another 500 millions 
of the 43 per cent. loan at g8}. The terms are the same 
as those of the Rm. 500 millions taken over by the savings 
banks at the beginning of 1935. 

There can be no doubt about the success of this public 
issue. Up*to September 12 about nine-tenths of the 
amount was subscribed. The large undertakings sub- 
scribed big amounts, but the general public has also taken 
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a hand. Nor was there any difficulty in the way of 
placing Rm. 500 millions with the savings banks. The 
increase of deposits during 1935 surpassed all anticipation. 
During the first seven months the net increase was 
Rm. 449°4 millions against Rm. 253-5 millions during 
the corresponding period of 1934. Allowing for accumu- 
lated interest and clearing account payments the total 
increase for seven months was Rm. 970-5 millions against 
Rm. 651-1 millions for 1934. During the last few 
months there were substantial increases in deposits, 
so that for the whole of 1935 there is likely to be a net 
surplus of over Rm.1 milliard. Thus, in spite of having 
to take over the Government loan, the savings banks will 
be in a position to expand their normal activities. As 
the factors responsible for the rise in savings deposits 
will continue to operate, the savings banks will soon 
be in a position to take over additional instalments of 
Government loans. The success of the public issue will 
also greatly assist in the consolidation of the debt. 

The facilities of the Reichsbank have been heavily 
drawn upon in August. The currency requirements 
have increased, partly owing to the financing of the 
harvest, but, even after allowing for this, there is a surplus 
unaccounted for. The note circulation at the end of August 
was Rm. 382 millions higher than a year ago, and Rm. 
579 millions higher than two yearsago. The Reichsbank’s 
investments at the end of July amounted to Rm. 473-6 
millions against Rm. 350-8 millions a year ago. At 
the end of August the increase was Rm. 518-1 millions 
against Rm. 420-7 millions a year ago. 

The Reichsbank’s reserves declined during the past 
month from Rm. 110 millions to Rm. 100 millions, as a 
result of allotment of division. 

The Deutsche Golddiskontbank, which has lately 
taken an active hand in financing public works, shows a 
further increase in its turnover in August. The total of its 
return was Rm. 1,943 millions at the end of August, 
against Rm.1,666 millions at the end of July and 
Rm. 819 millions at the end of May. 

Creditors increased from Rm. 402 to Rm. 567 millions 
as a result of the accumulation of special funds. 
Promissory notes increased further from Rm. 546 to 
Rm. 651 millions. It is expected that during September 




















GERMAN BANKING 55 





this amount will decline rather than increase as the 
banks will use their liquid resources preferably for 
subscribing for the new Reich loan. The Reichsbank 
will obtain some relief from these subscriptions. 

The monthly returns of commercial banks for July 
show a further increase in their liquidity. It is par- 
ticularly pronounced for provincial banks. For the five 
big Berlin banks there was a decline of creditors by 
Rm. 89 millions. Foreign credits further declined. 
Deposits from other banks fell by Rm. 18 millions, while 
deposits by customers declined by Rm. 30 millions. It is 
explained by an increase of industrial requirements. On 
the assets side the contraction of loans continues. 
Against this there is an increase of discounts. The 
returns of the institutions specialising in the financing 
of public works show but little change. It seems that 
new financing was approximately equal to repayments 
of earlier engagements. 


International Banking Keview 


ITALY 

HE London clearing banks decided towards the 

| end of August to request the Italian banks not to 
draw any more upon their acceptance credits. 
Some weeks earlier several American banks had adopted 
the same attitude, while the remaining American banks 
followed the example of the London clearing banks. 
Although the London clearing banks were in close touch 
with each other on the matter, they did not decide 
upon a joint action, and each one of them acted indi- 
vidually. There was no political motive behind their 
decision, which was not in any way inspired by the 
Treasury or the Bank of England. It was only with the 
utmost reluctance that the London banks decided to 
cut their Italian credits since their relations with Italian 
banks have always been highly satisfactory. The latter 
used their London acceptance credits exclusively for 
genuine commercial purposes, and the disappearance 
of Italian bills is a matter of universal regret among 
banks and in the discount market. Since the limit of 
these bills was three months the process of their liquida- 
tion will come to an end towards the middle of November. 
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The reason why the London banks decided to take 
this course was their fear that, owing to the financial 
difficulties of Italy, which are bound to become aggra- 

vated through the Abyssinian conflict, the foreign credits 

might become frozen. In some quarters the view was 
held that notwithstanding this risk the banks ought to 
have seen their Italian clients through, especially as the 
amount outstanding was very small, and, even if the 
credits were to become frozen for a while, Italy is certain 
to be able to repay such a small amount sooner or later. 
Against this it is pointed out that on the basis of the 
experience of recent years banks are anxious to avoid 
increasing their frozen credits abroad. 

The acceptances of Italian agencies in London have 
also become very difficult to place. While they are 
taken in very small amounts in mixed parcels of bills, 
large amounts are unplaceable unless they bear the 
signature of a good English firm, in which case the rate 
quoted depends upon the standard of the English firm 
concerned. 

The lira was maintained pegged in relation to the franc 
during the month under review, and the Bank of Italy 
continued to lose gold. Consequently the Government 
decided to call in definitely all privately owned foreign 
assets which were declared in December last, and part ‘of 
which had already been called in and used up. The 
bank rate was also raised to 5 per cent., not so much in 
order to check the selling pressure on the lira which 
cannot be affected by the bank rate, as to discourage the 
internal boom provoked by armament activity. 

The black bourse in lire abroad continues to be active, 
especially in Switzerland, Paris and London. The rates 
quoted are around 75 to the pound against the official 
rate of 60}. Dealing is particularly active in notes of 
large denominations owing to the absence of any legal 
restrictions on the re-import of these notes into Italy. 
As a result the notes which are smuggled out in the course 
of the flight of Italian capital are to a very large extent 
repatriated and used for payments for purchases of goods. 


BELGIUM 


On August 26 the National Bank of Belgium held its 
first shareholders’ meeting since the devaluation of the 
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belga. The Governor, M. Louis Franck, gave an account 
of the circumstances which led to the devaluation. He 
emphasised that those circumstances were entirely 
beyond the control of the Central Bank, and that the 
devaluation was entirely an act of Government. Dealing 
with the consequences of the devaluation, he laid much 
stress on the fact that the technical position of the currency 
has improved considerably. The capital which took 
flight abroad during the crisis was repatriated, in fact 
the influx of gold into the National Bank since the de- 
valuation has been much larger than the efflux prior to 
the devaluation. This was due in part to the arrival of 
foreign refugee money, owing to the confidence with which 
the belga has been regarded since the devaluation. 

M. Franck stated that the National Bank has taken 
steps to safeguard the country from any fluctuations 
caused by a sudden withdrawal of the funds which took 
refuge in Brussels. He emphasised that the National 
Bank is always ready to sell gold in unlimited amounts, 
so that Belgium has remained on the gold standard with 
an altered parity. Dealing with the international move- 
ments of funds he made reference to the decision taken 
by the Central Banks of various countries, including 
Belgium, to discourage bear speculation in foreign 
exchanges. 


SWEDEN. 

No structural changes have taken place in the Swedish 
banking system in August. A noteworthy transaction 
has been the repayment by the Skandinaviska Kreditak- 
tiebolaget of Kr. 30 millions of its 5} per cent. Treasury 
loan of 1932, of which there now remains a redeemable 
balance of Kr. 50 millions. 

During the period under review the Swedish money 
market has not undergone any noticeable changes. The 
joint-stock banks’ difficulties in finding suitable earning 
possibilities for their unemployed funds persisted, and 
the Treasury could place its last bill issue of Kr. 20 
millions at the rate of 0-349 per cent., a new low record. 
Total deposits of the twenty-eight joint-stock banks 
fell to Kr. 3,671 millions, against Kr. 3,691 millions on 
July 31, sight deposits accounting for the decline against 
a slight rise of time deposits. Advances continued 
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to decline on account of the absence of new market 
requirements, but the August decline was only Kr. 6-4 
millions, against Kr. 27 millions in July. On August 31 
the total of advances reached Kr. 3,874 millions. The 
total of ‘‘ Cash and deposits at Bank of Sweden”’ has 
been reduced by Kr. 70 millions, of which amount the 
Skandinaviska Kreditaktiebolaget accounts for Kr. 22 
millions, following the redemption of the Treasury notes, 
the Svenska Handelsbanken for Kr. 21 millions, against 
an increase of certain earning assets, and the Stockholms 
Enskilda Bank for Kr. 10 millions. 

While the Bank of Sweden’s gold reserve remained 
practically unchanged, the note circulation rose by 
Kr. 37 millions to Kr. 722 millions on August 31. 

Taking together the foreign holdings of the Bank of 
Sweden and the twenty-eight joint-stock banks, the total 
balance is Kr. 838 millions, which is Kr. 13-3 millions in 
excess of the return on July 31. Of this net increase 
the Stockholms Enskilda Bank alone accounts for 
Kr. 17-4 millions, whereas the Bank of Sweden’s foreign 
balance has dropped by Kr. 5 millions. 

Sales of stocks to foreign countries amounted in 
August to Kr. ro millions, the bulk of the purchases 
having been made again by Holland and Great Britain. 
Owing to the political uncertainty the domestic bond 
market in August was rather dull, while stocks listed at 
the Stockholm Stock Exchange showed a total decline of 
Kr. 82 millions. 

The Sterling rate has remained unchanged at Ig: 40. 


DENMARK 


The discontent that manifested itself among Danish 
dairy farmers and exporters of dairy produce against 
the monetary policy of the Government culminated in a 
so-called currency strike. This move, which seems to be 
without precedent in monetary history, consisted of 
prolonging the credits to British importers of Danish 
dairy produce. While in the ordinary course the bills 
are payable within eight days the Danish exporters 
decided henceforth to grant three months’ credits. The 
object of this change is to withhold foreign exchange from 
the Danish National Bank during the next three months 
and thereby weaken its technical position to such an 
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extent as to compel it to devalue the krone further. 
The Danish authorities have, however, taken up the 
challenge, and promptly raised the bank rate even though 
this was contrary to the policy of cheap money which 
they have pursued for some time past. 


HUNGARY. 


The National Bank of Hungary has reduced its re- 
discount rate from 44 per cent. to 4 per cent. in order to 
ease the burden of the indebtedness of the agrarian 
population. This reduction has been made possible by 
the improved conditions of liquidity brought about in 
part by the moderate accumulation of new savings and 
in part by the prolonged depression and the accumula- 
tion of foreign blocked balances held up by the transfer 
moratorium. Owing to the unfavourable harvest the 
conditions in rural districts tend to become worse, 
and it is in order to facilitate the task of tiding over 
needy farmers that the bank rate has been reduced. 


BRAZIL 


Negotiations between the Bank of Brazil and the 
London banking house of Rothschild & Sons for the con- 
solidation of commercial arrears are believed to be making 
progress. The arrears amount to about {6 millions, 
and according to the scheme {1 million of this will be 
paid in cash to small creditors, while the remaining 
amount will be exchanged for medium-term bonds. A 
tentative agreement for the granting of a credit of 
{1 million for that purpose was concluded some time ago 
with the London Banking Syndicate headed by N. M. 
Rothschild & Sons. The credit will be granted for a 
period of three years, and will be repaid in monthly 
instalments. The reason why it was possible to conclude 
such a credit is that Brazil has always given her banking 
creditor preferential treatment. While payment of com- 
mercial claims and of long-term debts was held up, the 
repayment of short-term banking credits was always 
proceeded with according to agreement. The conclusion 
of the definite agreement has been del ayed by the neces- 
sity of collecting and analysing the data concerning the 
commercial arrears. 
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ARGENTINE 


The Central Bank of the Argentine announced its 
intention of publishing daily the figure of its note circula- 
tion. This is a new departure in the sphere of central 
banking as up to now no Central Bank has published 
its figures of note circulation more often than once a week, 
even though some of them have adopted the practice of 
announcing daily the changes in their gold holdings. 
On May 31 the gold reserve of the Argentine Central 
Bank amounted to 1,224 millions pesos at home and 
122 million pesos abroad. The note circulation amounted 
to 964 million pesos, so that the note cover was over 
139 per cent. Against the combined amount of the note 
issue and sight liabilities, the note cover was 72 per cent. 
against the legal minimum of 25 per cent. It was on 
May 31 that the assets of the Conversion Office were 
transferred to the Central Bank and on which the gold 
holding was revealed on the basis of the new value of the 
peso. On June 31 the reserve ratio was 142+7 percent. 
of the note issue and 81-7 per cent. of the combined 
amount of note issue and sight liabilities. On that date 
the note circulation amounted to 953 million pesos. 


Books 


ASPECTS OF THE THEORY OF INTERNATIONAL CAPITAL 
MovEMENTS. By CARL IvERsoN. (London, 1935: 
Humphrey Milford. Oxford University Press. 
Price 5s. net.) 

AT a time when the disturbing effect of international 
capital movements keeps this problem almost incessantly 
in the limelight, a treatise on the subject is more than 
welcome. The author possesses a thorough knowledge 
of the literature on his subject. He is able to deal with 
it both from a theoretical and practical angle. In Part I 
of the book he examines the fundamental causes and 
ultimate effects, while in Part II, which is likely to appeal 
particularly to practical bankers, he gets down to actual 
facts. He examines the theory of international capital 
movements with particular regard to the reparation 
discussions, and pays special attention to the mechanism 
of transfers under a system of inconvertible paper 
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currency. Although the book is not easy reading, those 
who have the time and patience to work through its five 
hundred pages will find that it is worth the trouble. 


WorLD ECONOMIC SURVEY, 1934-35. League of Nations, 
Geneva. (London: Allen & Unwin. Price 6s. 
paper, 7s. 6d. cloth.) 


WoRLD PRODUCTION AND PRICES, 1925-34. League of 
Nations, Geneva. (London: Allen and Unwin. 
Price 5s. net.) 


IN examining the volumes published by the League 
of Nations on economic and financial questions one cannot 
help wondering how economists could exist at all before 
the League was established. No human being has the 
facilities of collecting the immense wealth of facts and 
figures published in these volumes, the knowledge of 
which is simply indispensable for anyone who wants to 
form an idea of the world situation. These publications 
of the League have come to be regarded as being as indis- 
pensable to the economist as the telescope is to the 
astronomer. The two latest volumes are in no way 
inferior to the high standard the economic intelligence 
service of the League set itself. In particular the 
“World Economic Survey,” apart altogether from its 
statistical material, would be sufficient for any individual 
economist to establish a reputation. The period covered is 
of the utmost interest and this survey deals with it with 
a relatively high degree of impartiality. 


FRENCH Import Quotas. By F. A. HAtcutT. (London, 
1935: P.S. King & Son. Price 7s. 6d. net.) 

DuRING the past four years there has been so much 
discussion on the question of import quotas that it is 
indeed remarkable that until recently no book was 
published on the subject in English. Mr. Haight’s book 
fills this gap successfully. The author is an opponent of 
all restrictions, and his opinions are, therefore, hardly 
impartial. The material of facts he supplies, however, 
is invaluable. To give only one example he publishes a 
list of the countries which have adopted quotas with the 
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dates when they first adopted them. This is the kind 
of data which comes in useful in everyday discussion on 
the question, and which is simply inaccessible to anyone 
who does not specialise on the subject. 





TEXTBOOK OF ECONOMICS. By Mitton BricGs and 
Percy JoRDAN. Third Edition. (London, 1935: 
University Tutorial Press. Price Ios. 6d. net.) 

A NEW edition of this textbook has been considerably 
enlarged. Much of the purely descriptive material in 
former editions has been eliminated and replaced by a 
more detailed analysis of theoretical questions. 





RANDLORDS. By PAut H. Empen. (London, 1935: 
Hodder & Stoughton. Price 15s. net.) 

IT is only seventy years ago that a farmer on the 
Witwatersrand rediscovered the ancient gold workings 
in Mashonaland, and two years later that the children of 
a Boer farmer played with some “ bright river pebbles ”’ 
they had found near Hopetown on the Orange River 
from these two discoveries developed the colossal gold 
and diamond industries that revolutionised South Africa. 

In “‘ Randlords ’’ Mr. Emden reviews the histories of 
the men—many of them so far neglected by biographers 
who, by their vision, shrewdness, and sometimes luck, 
made ’’ South Africa what it 1s to-day. 

Despite its voluminous and occasionally unnecessary 
notes at the end of the book, “‘ Randlords ”’ is intensely 
interesting, and Mr. Emden has laboured hard and 
successfully at the extremely difficult task of eliminating 
fiction from fact in his story of some of the most interest- 
ing personalities of the last seventy years. 
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RECORD OF THE FIRST HUNDRED YEARS OF THE 
NATIONAL PROVIDENT INSTITUTION, 1835-1935. 
By STANLEY HazeLt, A.I.A. (Cambridge, 1935: 
Printed for the National Provident Institution at 
the University Press.) 

To celebrate the centenary of the founding of the 

National Provident Institution, Mr. Hazell has compiled 
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an interesting history of this Life Office. In addition toa 
record of the Society’s progress—of which it may justifi- 
ably be proud—there are biographical notes of the prin- 
cipal personalities connected with its formation and 
development. 





PoLAND AND HER Economic DEVELOPMENT. By Dr. ~ 


RoMAN GORECKI. (London, 1935: George Allen 
& Unwin. Price 5s. net.) 

No one is in a better position than Dr. Roman Gorecki, 
the President of one of the Polish State Banks, the 
National Economic Bank, to write on the economic 
position of his country, and in “ Poland and Her Eco- 
nomic Development ”’ he continues an earlier work on 
the economic development of modern Poland. 

His new book covers the situation during the last 
four years; four years so important, as he points out, 
that each has equalled ten normal years so far as the 
importance of intervening events is concerned. Among 
the subjects dealt with are the national finance, financial 
institutions, the State and other Banks, production and 
distribution, foreign and overseas trade, and also his 
considered and very valuable opinion on measures for 
overcoming the crisis through which Poland is passing, 
in common with the rest of the world. 

The book contains numerous plates and many dia- 
grams. It is prefaced with biographical notes on the 
late Marshal Joseph Pilsudski, and the present President 
of the Republic, Professor Dr. Ignacy Moscicki. 


INSURANCE SHARES YEAR Book. (London, 1935: Pub- 
lished by Trust of Insurance Shares, Ltd. Price 
5s. net.) 


THIs new Year Book contains a survey of Insurance 
during 1934, and a review of the progress during the 
past ten years of British Insurance Companies, followed 
by analyses of thirty-one offices. There is an intro- 
ductory article, The Yield on Insurance Shares, by 
The Right Hon. C. A. McCurdy, K.C. 
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The Midland Bank’s New 


Manchester Premises 


By Professor C. H. Reilly 


S everyone knows by now, the fine arts as practised 
A all western countries are at present divided into 
two main schools of thought, that of the tradi- 
tionalists and that of what is called the modernists for 
want of a better term. In architecture this cleavage is 
more pronounced than in painting, sculpture and music, 
though it is pretty clear in their cases, too. One reason 
for this is that both the problems put before the architect 
today and the methods of building to his hand in solving 
them are often of a kind which never presented themselves 
to our forefathers. The tall building of many storeys is 
such a problem. Constructional steel used as a skeleton 
frame entirely supporting the building and making these 
tall structures possible with the ordinary thickness of 
walls is such a method of building. Ferro-concrete in 
which the steel is embedded in concrete and takes the 
tensile stresses while the concrete takes the compression 
is another. Because the material can span wider openings 
and be used more readily in cantilevers, this latter 
method quickly leads to novel building shapes and what 
is called “‘ modern architecture.” The skeleton frame 
of steel is buried for protection in other materials like 
stone, brick and concrete, and so can be entirely hidden 
from view. It does not, therefore, so urgently demand 
modern expression in what is seen. Theoretically, of 
course, it does, but a range of arches, for instance, hiding 
within them a rectangular steel frame may well appear 
to carry a great wall, though in point of fact the steel 
does the work. There is a case of this in the building 
before us. 

It will be seen, then, that the traditionalists are often 
tempted, indeed, they succumb so readily today that 
they may be said, like Oscar Wilde, to welcome the 
temptation, to take advantage of the steel frame, although 
it was unknown in the centuries when their tradition 
was in course of formation. 

In this conservative country the traditionalists hold 
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their ground in a way that is not to be found on the 
Continent or in America, and in bank buildings, as I 
have often pointed out, they have practically no com- 
petitors. In this sense there are as yet no modern banks. 
Now, among British architects, the chief of the tradi- 
tionalists, by head and shoulders, is Sir Edwin Lutyens. 
He is the great follower and disciple, born out of due time 
some might say, of Sir Christopher Wren. His famous 
joke among his many famous jokes, for he is ; also the great 
wit of our time, that as far as England is concerned, 
Renaissance should be spelt Wrenaissance, is well known. 
Therefore, when a problem not only entirely unknown to 
Wren, but outside the range of the palace and domestic 
architecture he practised, and far removed from his 
churches, is faced by Sir Edwin Lutyens, it becomes very 
exciting to see what he will do with it. A tall building, 
tall almost in the American sense, is such a problem. 
Manchester allows in the centre of the city buildings two 
and a-half times the width of the streets, and King Street, 
its chief business street, happens to be a wide one. Its 
two latest buildings having in some way overcome 
difficulties of ancient lights possessed by neighbouring 
structures have taken advanti ige of this and have reached 
a height of 150 ft. from the eround. The first building 
to do this, the Ship Canal Offices, was not, if my memory 
serves me aright, on an island site and rose up with a 
back and flanks not only high above its neighbours, but 
of an inferior material to its stone front. This new build- 
ing for the Midland Bank has the advantage of an island 
site and has all its four facades built of Portland stone. 
That is a great thing for the city because for many years 
to come, if not for the life of the building, it is bound to 
tower above its neighbours in all directions. Another 
great thing, and a very lucky and strange one for an 
English town, is that its building stands not only on an 
island site, but on a rectangular one, or on one which it 
has been possible to make rectangular. This means 
that the architect has been able to treat his building from 
the first as the rectangular inhabited tower, which it 
really is. 

How, then, has Sir Edwin, with the help of Messrs. 
Whinney, Son and Austen Hall, who have recently been 
designing excellent ‘“‘ modern” cinemas, applied the 
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Wren tradition to this twentieth century instead of late 
seventeenth or early eighteenth problem? He _ has 
maintained for one thing the W ren, or rather the Palladian 
proportion to the majority of his windows. They are 

about twice as tall as they are wide and these windows 
dominate the design of the exterior. No doubt their 
width was origin< lly determined by the span possible to 
a stone lintel. The modern architect, with the longer 
spans steel and ferro-concrete rendered possible to-day, 

adopts a window much wider than it is high, and likes 
when he can, to make his windows stretch the full width 
of his rooms, which is pleasant enough when the rooms 
are well warmed by central heating. This question of 
the shape of the windows may be thoug zht to be a detail, 

but with the suppression of the orders, except as orna- 
ments to subsidiary parts, as is bound to happen in a 
building of this height, it will be seen that their shape and 
pattern largely determine the exterior. For what. has 
happened otherwise to the Wren detail? It has dis- 
appeared save for a little at the base of the building in 
the corner arched entrances with their rusticated pilasters 
and cornice and in the group of pavilions into which the 
top three stones are modelled. Sir Edwin Lutyens’ 
solution of this tall building problem, then, is that used 
so much in America ten to twenty years ago—a classical 
base to the building, a tall, plain shank and a classical 
top. That is putting it crudely, for Sir Edwin has intro- 
duced many refinements not to be seen in similar 
American solutions. There is, for instance, the way in 
which he has from the base upwards not only battered 
his building inwards, but has arranged a series of set 
backs, persuading his clients (as he can always persuade 
anyone to do anything he likes) to give up office space for 
the purpose. It is this setting in at various levels that 
gives his building a unity the similar American buildings 
with a classical top and bottom have not got. Their 
horizontal divisions are too sudden, often appearing like 
the base and capital of an enormous column with a plain 
shaft between them. Such American buildings, indeed, 
are apt to look like isolated columns of giant size which 
have become detached rather than complete structures 
in themselves. This Midland Bank building, on the 
other hand, although it has its distinct base, shank and 

















MIDLAND BANK NEV PREMISES 69 
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top, nevertheless is a unified catia growing up 
properly from the ground. One may think the classical 
pavilions at the top a little too isolated, a little too like 
charming garden pavilions lifted up and placed upon the 
top of a great hotel, to use an exaggeration, but one must 
admit, nevertheless, that this clever est of all our archi- 
tects in spite of the handicap of his Wren methods of 
expression applied to such a non Wren-like structure, 
has achieved a monumental result that one would have 
said beforehand was impossible. If Sir Edwin did not 
handicap himself in this way what a leader of the moderns 
he might still be ! 

Coming to the interior of the bank proper, which is 
expressed on the outside by the three great circular- 
headed windows on each facade, one comes to an archi- 
tectural problem, that of a lofty vaulted hall, well within 
the Wren tradition and, needless to say, therefore carried 
out with all the charm that that implies in Sir Edwin’s 
hands. Indeed, I cannot remember a bank interior so 
touched with imagination. The great arcade, with cross 

vaulting behind it, the lofty windows made taller still in 
appearance by the balcony and wooden screen behind 
which are the waiting and managers’ rooms, crowned with 
the great circular panel i in the ceiling, are very impressive. 
One wishes that all the desks could be cleared away and 
a fine open floor echo the ceiling. It seems a pity that 
such a hall should be so cluttered up with counters and 
enclosures, however well they are detailed. 

The plan which is the essence of the whole matter it 
will be seen is an astonishingly clever tour de force. 
Down the centre of the building runs a large square 
lighting well. Where the flagstaff stands the building is 
hollow. I imagine this stands on cross girders. This 
light-well, however achieved and however unexpected 
from the exterior, provides not only for windows to 
lavatories, but for a double row of offices, if required, 
back to back on each floor. The similar American build- 
ings are not hollow like this. The batteries of lifts are 
generally arranged to run in the central dark portion of 
the plan. Only Sir Edwin could have thought of such a 
daring thing as to make the centre of his monumental 
pile a lighting-well. In doing so has he made his monu- 
ment a hollow sham? I do not think that would trouble 
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him. His master, Wren, carried the stone lantern of 
Paul’s Cathedral on a sloping brick cone, allowing it 
to appear, nevertheless, as sitting upon his curved and 
swelling dome. Sir Edwin’s central roof, curving up and 
appearing to cover his building, stops short directly it is 
out of sight. Which is worse, or is neither wrong? The 
moderns would have too little difficulty in answering. In 
Rome, however, one does I suppose as Rome does. 


*.* UNDER the supervision of the architects the 
construction was undertaken by Messrs. Tinker & Young, 
Ltd., of Manchester. The constructional steel-work was 
erected by Messrs. Rubery, Owen & Co., of Darlaston, 
who were also responsible for the steel shelving. The 
exterior is faced on all sides with Portland stone which 
was supplied by Messrs. F. G. Barnes, Ltd. The 
American walnut was supplied by Messrs. William 
Nicholson & Son of Leeds. The safe deposit, to which 
entry is gained from the banking hall, consists of an 


extensive strong room specially constructed by the 
Chatwood Safe Co. Safe deposit facilities are available 
to the public generally as well as to existing customers of 
the Midland Bank, and are identical with those which for 
several years have been provided at the Head Office and 
at the Leadenhall Street branch. 








